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THURSDAY, MARCH 21, 1957 


Unitrep States SENATE, 
ComMMITTEE ON Post Orrice AND CiviL SERVICE, 
SUBCOMMITTEE ON PosraL Po.icy, 
Washington, D.C. 

The committee met, pursuant to notice, at 10:05 a. m., in room 135, 
Senate Office Building, Washington, D. C., the Honorable Olin D. 
Johnston, chairman, presiding. 

Present : Senators Johnston, Scott, Church, Carlson, Jenner, Martin, 
and Morton. 

Also present: H. W. Brawley, executive director; J. Don Kerlin, 
staff member; and Frank A. Paschal, staff member. 

The Cuarrman. The committee will come to order. 

The object of this meeting this morning is to hear the Postmaster 
General on the report of the Citizens’ Advisory Council and their 
report. 

Now, I have a brief statement to make at the beginning. 

The hearings being started today by this subcommittee are most 
significant. Not since the early days of this Republic has any com- 
mittee of Congress undertaken the task of drawing a set of ground 
rules under which the Post Office Department should be operated, 
and limited itself to that assignment solely. In the past, postal policy 
has been set piecemeal, by legislating in one area at one time, and 
in another area at another time. The result has been generally good 
and yet too often we seem to be legislating in something of a vacuum. 
We seem to be biting off only a part of a very large pie. I believe 
that a general feeling exists in the Senate that we are not quite facing 
up to the full problem of the United States Post Office. I think this 
feeling explains the reluctance of the Senate to legislate on postal rates 
as often or to the extent as we are asked. 

During the 83d Congress, when Senator Carlson headed this com- 
mittee, the committee was authorized by the Senate to make an ex- 
haustive study of postal operations. This effort had my full support. 
An advisory group appointed by Senator Carlson made a thorough 
study of postal matters, and submitted a comprehensive report, in- 
cluding specific recommendations. This report was an attempt at 
settling the basic issues that surrounded the postal service. 

Unfortunately, the so-called Carlson report was not well received 
at the Post Office Department. ‘The present Postmaster General took 
violent exception to many of its major recommendations, and pro- 
duced a virtual book in answer to the report. This Post Office docu- 
ment argued that the Post Office is essentially a business which should 
be operated without cost to the taxpayers. In short, its message was 


1 








2 POSTAL POLICY 


“raise rates.” The result was an impasse, and Congress has passed no 
legislation on either postal policy or postal rates during the ensuing 
ears. 

When I resumed the chairmanship of the committee in the 84th 
Congress, I conferred with Senator Carlson and we determined 
jointly that the greatest need in the field of postal operations was to 
settle the controversy between the two conflicting viewpoints. Is the 
postal service primarily a business or is it a service ? 

With the concurrence of Senator Carlson, I decided it was time to 
—_ this question. 

I appointed a Citizens’ Advisory Council to study this and related 
questions. After prolonged study, this seven-man group recently 
submitted its report. It is that report that is the subject of our 
meeting today, with Postmaster General Summerfield as the first 
witness. 

Unfortunately, it appears that the Postmaster General has a com- 
ae closed mind on any recommendations on postal policy made 

y Congress. I have not read the ae he will present today 
but he has already made it plain that he does not believe we have 
acted in good faith. He has taken the position that our effort to 
arrive at a postal policy is merely a stalling device. He has con- 
demned the report of our advisory council with an assortment of 
strong adjectives. So anxious was he to prevent the council’s recom- 
mendations from being adjudged on their merits that he rushed out 
a press release 24 hours in advance of the report to which he was 
replying. In order to do so, he broke the understanding under which 
he was furnished an advance copy of the report. I do not consider 
this kind of conduct becoming to a member of the Cabinet or anyone 
else. 

Under these circumstances, I do not think he can render an objec- 
tive report here today. Apparently, his only solution to the problems 
of the Post Office is to continue to insist that an additional tax burden 
be placed on the already overtaxed citizens of this country. Although 
the law he is sworn to uphold says he administers the policy set by 
Congress, it is obvious he wants to make his own policy. He has had 
the effrontery to impugn the motives of the seven public spirited 
citizens who served without compensation on our advisory council. I 
shall not dignify that charge with an answer. 

Since it is apparent that the Postmaster General has prejudged this 
matter and is not willing to engage in a —— tive effort to estab- 
lish a basic policy for the postal service, I doubt that anything will 
be gained by his testimony. However, as a matter of courtesy, I 
believe we should permit the Postmaster General to put his views on 
the record. 

So, we have the Postmaster General with us this morning and we 
will be glad to hear from him on the report. 

Senator Cartson. Mr. Chairman. 

The Cuatrman. Senator Carlson. 

Senator Cartson. I rather regret to learn of the atmosphere in 
which we seem to be opening up these hearings this year. I had hoped 
that we could come into this hearing this morning with open minds 
all around and that we could get. information that I think the 
Congress needs, the country needs, and I certainly know this com- 
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mittee needs in regard to establishing a postal policy and increasing 
postal rates. 

I think we need to do both of them. I think we should do them 

together ; at least we should begin these hearings on this postal-policy 
matter and then continue into the rate program. 

I was out in the country, I just got back yesterday, and I have been 
sunazed at the number of ‘mimeographs that are operating. I think 
it is about time we eliminate some of them, not speaking of the com- 
mittee or the Department, but I notice this morning I had three mim- 
eographs each from outside agencies on this, and I think that the 
best thing that could happen to this committee and the country would 
be to let us sit down around the table—and we can—we need the testi- 
mony of the Post Office Department. After all, they are the ad- 
ministrative agency; they operate it, and all the details of it, and we 
want to hear interested people. After all, I would be very much 
opposed to any hearing that would not let a citizen, a business, or an 
industry appear for the right of petition. 

So I would hope, Mr. Chairman, that we start this hearing and get 
into the facts; forget all this that is past, and let us get some facts, 
some figures, and sit around this table and try to work out something, 
because I think it is imperative that this session of Congress do some- 
thing about the Post Office Department. I do not think any member 
is happy about the continuing increasing deficit, and I think it is our 
duty first to bring a report, a bill to the ‘Senate, and we can do it. 

Again I say we need the help of the Post Office Department. We 
need the help of other people. So, I hope on that basis we can settle 
down and really get into facts on this. 

The CuatrMan. Does any other member wish to make a statement ? 

Senator Jenner. Mr. Chairman, there is no question about it; pol- 
icy is an important matter. 

As you stated in your opening statement, not since the early days 
of this Republic has a committee of Congress undertaken a task of 
drawing a set of ground rules under which the Post Office Depart- 
ment should be operated. 

If that be true, this is a big job; therefore, it is a necessary job. 
Yet, on the other hand, I do not see how we can sit here and separate 
policy from rates. In other wor ds, I think they are all going to have 
to come together. We have just recently had an experience, not only 
in my State, but we have it every day in Federal Government, on this 
budget and the cost of government, and so forth. 

I do not think you can go ahead and have Cadillac service and ex- 
pect to ride in a Cadillac if you are going to operate with a model 
T, and, as I get it, the rates have not “been substantially raised since 
1932 and, if we have a lot of free loaders, people who are living off 
the taxpayers through the Post Office Department by operating their 
business, I think it is time to begin adding their fair share, and I 
think we should take the matter of rates and policy and work it all 
in together and come out with something that is intelligent under 
the present-day Government. 

The Cuarrman. I think the Senator has struck on a line that we 
are all thinking about, and I want to agree with Senator Carlson that 
we wanted to have these hearings and try to get facts and get down 
to facts and get something worked out. 
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I certainly would not have given to the Postmaster General the re- 
port ahead of time, it coming out in the newspaper, if I would have 
thought that he was not going to cooperate along that line, either. 
Hereafter, of course, I will give it to him after I give it to the news- 
Paper. I will have to do that in order to protect myself in the future. 

enator JENNER. On that point, Mr. Chairman, was not there some 
discussion—I read in the Congressional Record—I did not get a 
report of this. 

Senator Martin. I did not know anything about it until I got it 
from the House side. 

The Cuarrman. It was here before the full committee, and it was 
discussed then, was it not? 

Mr. Braw ey. Senator, I am afraid that was my fault. We had 
addressed envelopes to all Members of Congress; the mailing went 
out Friday night with a simple statement of submittal. I pulled out 
the envelopes of the members of this committee, so that we could 
send some special information to them. We did not get that out until 
Saturday. You were supposed to have had a half a dozen copies 
delivered to your office by hand on Saturday, but I understand that 
there was some mistake in the office and they only sent two. 

We had the press releases and analysis of the report that should 
have gone along with it, and they were delayed. The reason you 
started getting calls on the report was because of the Postmaster Gen- 
eral’s press release on it. Other than that, you would not have 
gotten the calls on it. 

Senator Martry. What time did those reports start across to the 
House side ? 

Mr. Brawtey. I think they were put in the mail late Friday night 
or early Saturday morning. 

Senator Martin. What time was mine put in the mail? 

Mr. Brawtey. It was not put in the mail; it was hand carried to 
your office. 

Senator Marrttn. I had to call the committee and demand a de- 
livery of a copy before I got one. 

Senator Morron. I had to send to the committee Monday at noon 
for mine. 

Senator Martin. I have been in Congress, this is my 19th year, 
and this is the first time I have ever had to go to the other body to 
get what is going on in my own committee. 

The Cuarrman. As far as that is concerned, this was no secret; 
this committee report is not a committee report itself; this is just a 
report of this citizens’ committee. 

Senator Martin. It is marked “Important,” the invitation to the 
House side to come and appear. It is out of your office and it is 
marked, “Important.” This message that went with this to the House 
side and it is underscored “Important.” But it was not important 
to get it to my own office. 

Senator Jenner. I think, Mr. Chairman, what we should do is have 
a comprehensive hearing here, the rate proposition in it, we ought 
to do it all. 

Senator Martrn. Is it the intent to take up the matter of rate in- 
creases in connection with this whole procedure ? 

Senator Jenner. I would think so, Senator Martin. Would there 
be much need of having the hearing on one thing and exclude the other, 
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when everybody knows what a situation we are in in the Post Office 
Department with the deficit increasing all the time, and, just from a 
quick glance at this report, we in Congress have put on additional 
costs to the Post Office Department that are not reflected in this 
report because it is based on 1955; but 1956, 1957, and 1958 are not 
reflected at all here. So, we would have to take in the question of rates 
if we are going to set a policy. You could not set a policy based on 
1955 figures. 

The CnatrmMan. That is the thing for us to discuss here, and that 
is what the report is before us for. 

Senator Jenner. That is what I thought. It would be a compre- 
hensive hearing. 

Senator Carson. I think we are all agreed we should start and get 
into a hearing. 

Senator Jenner. Let us go ahead. 

The Cuarrman. Mr. Summerfield, will you proceed ? 


STATEMENT OF ARTHUR E. SUMMERFIELD, POSTMASTER 
GENERAL OF THE UNITED STATES 


Mr. Summerrietp. Mr. Chairman, and members of the committee, 
I cannot tell you how deeply I regret the chairman’s statement. 1 
shall, however, try to proceed this morning with your permission 

The Cuarrman (interposing). Since you have mentioned that, if 
somebody had given you a report like that and you knew it was coming 
out, do you think it is right to jump the gun? 

Mr. Summerrietp. Mr. Chairman, I would like to proceed with my 
opening statement, if I may, and at the conclusion of it if you care 
to have me I will take the statements that you have made and reply 
upon them. 

The CuarrMan. There is no reason for your action; I have tried to 
deal fairly with you and I just regret that this came up. 

Mr. Summerrtetp. And I have felt and still feel that you, sir, 
personally are trying to be cooperative, and I am grateful to you for 
having sent me that advanced copy. Of course, I am well aware that 
others were given advance copies; for instance, certain publications 
had them as early as I did giving them ample time to prepare their 
stories to appear in this week’s issues of their particular publication. 

Of course, I have always this objective in mind. I have a respon- 
sibility as your Postmaster General, yours and 170 million other 
Americans, to always make every honest and honorable attempt to 
keep all the facts before the public of the United States. 

I talked with you the morning, Mr. Chairman, that this press re- 
lease was given out, a very friendly discussion, talking about the 
problems that were facing us both as to policy and as to rates. 

You did not tell me that there was going to be a press release go to 
the public, but shortly after I had hung up from talking with you, 
just a matter of minutes, the press release was laid on my desk. 

The Cwairman. I sent it to you. 

Mr. Summerrtetp. This one I had did not come from you, Mr. 
Chairman; so when I read that it was quite apparent that knowing 
how publicity is usually handled when something is released for Mon- 
day’s papers that quite often Sunday’s papers comment at some length 
about what is going to be said on Monday. 
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I thought it was probably in good taste and my responsibility to be 
sure that some analysis of that—an explanation of our opinion of that 
particular document—was made available to the general public at the 
same time, and that is exactly the way it turned out. The newspapers 
on Sunday carried the story of your statement and what that policy 
report was supposed to convey, together with observations by the Post 
Office Department. I have any number of clippings in my office in- 
dicating just that. 

However, the important thing here this morning is that this com- 
mittee and the members of the Senate and the other Members of the 
Congress, and the people of this country, have me reply and comment 
upon accurately, without emotion, without any bias or prejudice, the 
policy statement called The Post Office As a Public Service. That I 
would like to do. 

Senator Carlson, I appreciate your very deliberate and very calm 
and unemotional comments, and I shall try to proceed on that basis. 

Mr. Brawtey. Mr. Chairman, before he does proceed, I think the 
record must be made straight. 

Your press release went out for Monday morning newspapers, the 
reporters started calling Saturday morning and said that they had 
a press release for Sunday morning newspapers from the Postmaster 
General. So, we immediately authorized the newspapers to change 
the release date from Monday to Sunday, so that they could be printed 
together. 

Mr. Summerrrevp. That is right; but the press release was in the 
hands of the press at the time we released ours. 

Mr. Brawtey. That is right. 

Mr. Summerrrep. I would like to have that on the record clear. 

The CuarrmaNn. It is customary for us to send them out and have 
them held for a certain date, as we all know. 

Mr. SumMeErrFreELD. May I proceed, Mr. Chairman? 

The CuHarrMan. Proceed. 

Mr. Summerrrevp. Mr. Chairman and members of the committee, 
I am very pleased to appear here today to help in your deliberations 
concerning the establishment of a congressional policy on postage 
rates. 

I would like to say at the outset that this is a subject well worth 
our deepest consideration. The enunciation by the Congress of a firm 
policy on postage rates could settle for all time many of the vexing 
disagreements which postal administrations and congressional com- 
mittees are forced to deal with in recurring disputes over the need 
for and the amount of postage changes. 

Nevertheless, it is my conviction that the present urgent necessity 
for greater revenues for the postal service transcends even the need 
for a long-range policy, if it means that working out long-range policy 
will involve delay. I urgently hope, therefore, that the committee 
will expand the scope of this hearing to deal with immediate postage 
rate increases, by holding hearings on the rate provisions in title I of 
S. 1534 as soon as this discussion on postal policy is concluded. 

You have invited me here specifically to give you my views on the 
report of the Citizens Advisory Council to this committee, entitled 
“The Post Office As a Public Service” and dated February 26, 1957. 
Since my statement is going to establish substantial areas of disagree- 
ment with that report I plan also to present to you today, in a con- 
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structive sense, our own philosophy concerning The Post Office As a 
Public Service. 

I imagine it is no surprise to you that the report of the Citizens 
Advisory Committee was a great disappointment to me—as perhaps 
it was to many of you. I had hoped for a touch of balanced ob- 
ens in its reasoning, with an occasional concession that there 

yas another point of view. I had even hoped that the council would 
nae invited the Post Office Department to submit its views and its 
figures for consideration, before writing a report. Such an oppor- 
tunity might have led the council at least to agree with us on the fact 
and figures involved, even though we might still have differed as to a 
governing philosophy. Unfortunately, this was not done. 

Asa result, I regret to say, after a careful study of the report, that 
it is inaccurate in facts, it 1s misleading in its inferences, and that I 
consider it to be unfair to the taxpayers of this country. It asks 
them, on incorrect premises, to continue indefinitely to carry the bur- 
den of the massive and mounting postal losses of the postwar period. 

In brief, the report makes three fundamental errors, in our opinion: 

(1) It understates the current and prospective losses of the Post 
Office Department. 

(2) It exaggerates the services that the Post Office Department 
renders for the public welfare, and magnifies the losses sustained 
through the performances of those services. 

(3) On that base, it concludes that “no true deficit exists at the 
present time.” The inference is that there is no need for postage 
rate increases. 

The unfortunate unilateral approach of the council is evident in 
its very first premise. It uses as the start for its computations the 
postal deficit for fiscal 1955. Published figures as to our loss for 1956 
were available, as were our 1957 and 1958 budgets. Why choose 
1955% In fiscal 1958—the first year in which we could now benefit 
from a postal rate increase—our deficit is estimated at a minimum of 
$651 million and at a maximum considerably higher than that. 

Notwithstanding the fact that this estimate as ‘available in the pub- 
lished report of the House Appropriation Committee, the council 
used as its figures an amount $300 million smaller. That’s hardly 
facing up to the facts, Mr. Chairman and members of the committee, 
“at the present time.” 

You see, it so happens that by choosing fiscal 1955 for its base the 
council not only selected the lowest postal deficit since 1948, but it ex- 
cluded almost completely the wage increases and fringe benefits to 
postal employees enacted in that year, but effective during only the 
last few months of the year. These wages and fringe benefits today 
cost the Department almost $200 million a year more than they did 
in fiscal 1955. Since then other expenditures have been added, by 
law, one of which is $131 million annually, beginning July 1, 1957, for 
retirement benefits to postal employees. 

Next, the report of the council says that the Post Office budget for 
1955 included “public welfare” expenditures totaling $392.4 million— 
or almost $30 million more than the total deficit for that year. 

We have labored long and hard, with the cooperation of the Con- 
gress, to reduce our huge annual ‘losses. Rest assured, Mr. Chair- 
man, that if we could have transformed a $363 million deficit into a $30 
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million profit by simply employing a sharp pencil, we might have 
spared a great deal of hard work For ourselves and this committee. 
But we cannot allow ourselves the luxury of such wishful thinking. 
The truth of the matter is that the net burden we sustain on public- 
welfare services is only about $30 million a year. 

I think you will agree that the difference between the council’s esti- 
mate of $392.4 million for public welfare expenditures and our esti- 
mate of $30 million is rather startling. The Deputy Postmaster 
General will go into a detailed analysis of this difference later in this 
hearing. 

These two major differences—in the size of the postal deficit at the 
present time, and in the amount of public-welfare services we ren- 
der—very clearly draw the line of disagreement between the council 
and the Post Office Department. The council says the Post Office 
deficit is $362.7 million and that our public-welfare expenditures are 
$392.4 million and that there is no true deficit at the present time in 
the Post Office Department (council’s report, p. 50). We say the 
postal deficit wil be more than $651 million for the year beginning 
July 1, that the public-welfare items amount to about $30 million, and 
that the true defic it of the Post Office being paid annually by the tax- 
payers is at least $621 million. If we are to face facts, those are the 
facts to face. 

And that isn’t all. 

There are, in addition, some expenses related to the carrying of the 
mails which are being paid by other agencies of the Gov ernment and 
which are not included in Post Office budgets or financial reports. 
You may search the report of the council from the beginning to the 
end but you will find no mention of these expenses. 

For instance, there is no charge in our postal costs for the use or 
depreciation of government buildings. The buildings which we use 
are worth perhaps $1 billion, and according to ordinary business 
standards the depreciation on those buildings would be estimated at 
between $40 million and $50 million a year. Another example is the 
expense for unemployment insurance and workmen’s compensation 
payments which are not paid by the Department and which come to 
about $11 million a year. 

Would anyone say that these expenses should not be considered a 
part of the true cost of carrying the mails? 

The fact that these costs are not included in the postal budget does 
not mean that they are not costs of the mail service. They have to be 
met by the Government and they would not exist if it were not for the 
Post Office Department. If the true deficit is sought, it cannot be 
obtained without adding these amounts to our figures. 

Unfortunately, Mr. Chairman and members of the committee, facts 
have an annoying permanence and they refuse to disappear at will. 
And the facts are these: 

1. Our postal losses are tremendous, even with the public-welfare 
items removed ; 

2. They are purely a postwar phenomenon caused by the neglect of 
the Congress to increase postage rates to meet increased costs; and 

3. Substantial increases in postage rates are urgently needed now. 

There has been a lot of discussion through the years, in and out of 
rate hearings, about whether the Post Office is a service or a business. 
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The council’s report raises the point and discusses it at length, con- 
cluding that the Post Office is a public service. 

I would like to submit that the debate is irrelevant. No one 
doubts that the Post Office renders a public service. The point to be 
settled is whether it is a public service to be paid by the users or a 
public service to be paid by the taxpayers. If the costs of the service 
should be paid by the actual users who benefit from it, then deficits are 
intolerable because they result in assessing the wrong people, the 
taxpayers. 

The council seeks to solve the question by reference to history. Its 
report lists a number of quotations dating from 1794, 1844, 1851, 1869, 
1889, and 1954, all purporting to support the theory that the Post 
Office has always been considered by leading authorities to be a public 
service without any concern for deficits. No contrary opinions are 
included, leaving the impression that there are none. 

Therefore, as an exhibit to my statement I would like to submit, for 
the record, quotations dated 1782, 1792, 1825, 1849, 1851, 1859, 1912, 
1920, 1929, 1948, 1949, and 1951 from authoritative members both of 
the Congress and the executive branch supporting with equal vigor 
the philosophy that the post office should be operated on a pay-as- 
you-go basis. 

Really, however, the wisdom of the 18th and 19th centuries had 

little relevance to the Post Office of today. The world has moved. 
The character of the Nation, even its geographical frontiers and edu- 
cational and cultural patterns, has altered beyond recognition. Opin- 
ions expressed as recently as 30 years ago may have little application 
to the Post Office of 1957. 

The only intelligent way to consider postal problems is to review 
them as they pertain to modern conditions, and not in terms of the 
colonial posts, the pony express, smoke signals, or the stagecoach. 
The only data with pertinence to the present problem are those of 
today, supplemented by such evidence as can be divined from recent 
trends of a limited current period. 

There are two overriding facts in all this, it seems to me. One is 
that Congress by its actions through the years has always had a policy 
of a self-sustaining Post Office—until 11 years ago. This is conceded 
by the council on page 11 of its report in which it states that there was 
no true deficit at any time prior to 1946, and it is based on the enu- 
meration of public-welfare items under the Kelly law, not under the 
extremes used by the council. 

The other major fact, apparently not conceded by the council, is 
that in the last 11 years postal losses have been of staggering propor- 
tions. This is due solely to inflationary rises in costs of wages, 
transportation, and supplies purchased by the post office, without 
compensating increases in revenues. Even after eliminating public- 
welfare items, postal losses in the last 11 years have been $5 billion. I 
respectfully submit, Mr. Chairman, that this is a problem of our times, 
and it is our responsibility to find a solution for it. Nothing less than 
immediate rate increases will fulfill that responsibility. 

And now, I would like to make a positive statement on the question 
of a permanent congressional policy on postage rates and outline what 
I believe such a policy should be. 
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In a document issued by the Post Office Department on March 31, 
1954, entitled “Financial Policy for the Post Office Department,” cer- 
tain proposals were set forth as part of a suggested rate policy. 

These proposals included the following: 

1. That the Post Office Department is fundamentally a public utility 
serving the people of the United States, managed and operated by the 
Government as a communication and transport tation system, and that 
the total cost of these services should be paid by the users and not from 
general taxation; 

2. That the postal establishment shall be conducted according to 
the highest standards of modern business efficiency, and that contin- 
uing efforts shall be made to improve the service in every reason- 
able way ; 

3. That postal accounting shall be so devised that its financial re- 
ports shall corectly include all costs of rendering its service and shall 
——- all extraneous costs; 

That subsidies intended by the Congress shall be clearly iden- 
tified, so that their amounts can be reimbursed to the Post Office and 
reviewed regularly in the appropriations process ; 

5. That the Post Office Department shall continue to maintain a 
cost system which fairly apportions all of its costs over the classes 
of mail and services in accordance with their use of postal personnel 
and facilities; 

6. That, in the process of fixing rates for each class of mail, con- 
sideration shall be given to such allocated costs, modified by allow- 
ance for service factors properly to be taken into account in rate 
fixing—including preferment and deferment in handling, values of 
the services, ability to pay, and other factors. 

Now, these six propositions are spelled out in the postage-rate bills 
before the Post Office and Civil Service Committees of both Houses 
of Congress today, S. 1534 and H. R. 5836. They were adopted by 
the House last year, in the same language as in these present bills. 

This legislation asks Congress to reaflirm its traditional policy that 
the Post Office Department, “while definitely a public service, should 
be operated in a businesslike manner.” That, of course, includes 
businesslike concern for deficits. 

It declares that it is the policy of the Congress: 


a 


(1) to provide a more stable basis for the postal-rate structure through the 
establishment of general principles, standards, and related requirements with 
respect to the determination and allocation of postal revenues and expenses, 
and (2) in accordance with those general principles, standards, and related 
requirements, to provide a means by which the postal-rate structure may be 
fixed and adjusted by action of the Congress, from time to time, as the public 
interest may require, in the light of periodic reviews of the postal-rate structure, 
periodic studies and surveys of expenses and revenues, and reports and rec- 
ommendations * * * made by the Postmaster General * * * on the basis of 
the cost-ascertainment system. 


In addition to declaring this policy the bill outlines the general 
principles, standards, and related requirements referred to in the pol- 
icy. 

It provides that in fixing and adjusting postal rates, consideration 
should be given to: 

(A) the preservation of the inherent advantages of the postal service in the 
promotion of social, cultural, intellectual, and commercial intercourse among the 
people of the United States: (B) the development and maintenance of a 
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postal service adapted to the present needs and adaptable to the future needs of 
the people of the United States; (C) the promotion of adequate, economical, 
and efficient postal service at reasonable and equitable rates and fees; (D) 
the effect of postal services and the impact of postal rates and fees on users 
of the mails; (E) the requirements of the postal establishment with respect 
to the manner and form of preparation and presentation of mailings by the 
users of the various classes of mail service; (F) the value of the mail; (G) 
the value of time of delivery of the mail; and (H) the quality and character 
of the service rendered in terms of priority, secrecy, security, speed of trans- 
mission, use of facilities and manpower, and other pertinent factors. 

It states specifically that first-class mail, whieh, according to the 
definitions contained in section 208 of the bill, includes airmail but 
not air parcel post— 
constitutes a preferred service of the Postal Establishment and that the postage 
for first-class mail should be sufficient to cover (A) the entire amount of the 
expenses allocated to first-class mail * * * and (B) an additional amount repre- 
senting the fair value of all extraordinary and preferential services, facilities, 
and factors relating thereto. 


It deals with public-welfare services by providing that— 


services, elements of service, and facilities rendered and provided by the Postal 
Establishment in accordance with law, including services having public-service 
aspects, which in whole or in part are held and considered by the Congress, from 
time to time, to be public services * * * 

shall be administered on the following basis: 

(A) The expenses of such services should be assumed directly by 
the Federal Government and paid for out of general fund of the 
Treasury. These public-service items should not constitute direct 
charges in the form of rates and fees upon any user or class of users 
of such public services, or of the mails generally. 

(B) It is required that from time to time (1) the postal-rate struc- 
ture shall be adjusted by Congress in the manner provided, and (2) 
the fourth-class (parcel post) rates, and the fees for special services 
shall be adjusted by the Postmaster General (under authority of secs. 
246f and 247 of title 39, U. S. C.), so that the adjusted revenues shall 
be approximately equivalent to the total amount of expenses. This 
specifically does not change the standards governing rates and ref- 
ormations on fourth-class mail (which are prescribed in sec. 247 of 
title 39, U.S. C., as modified by sec. 695, title 31, U.S. C.). 

The Congress has heretofore declared that fourth-class mail as a 
whole shall be self-sufficient, excluding from consideration those sub- 
classes of fourth-class mail upon which the Postmaster General’s 
authority has been withdrawn by Congress. (These are stated in secs. 
a (d) and (e) as amended by this bill and 293 (c) of title 39, 

Je De 3.) 

It is our opinion that the enactment of such a policy would be 
definitely and affirmatively in the public interest. 

It would have the following beneficial effects: 

1. It would put an end to recurring postal-rate controversies. 

2. It would reaffirm clearly and unmistakably the sound financial 
policies which Congress has in fact historically applied to postal 
operations—except for the last 10 years. 

3. It would identify services performed for the general welfare 
and divorce the cost of such services from the postal deficit by re- 
imbursing the Department for them. 

4. It would thereby assure postal patrons that they were paying 
only for the value of the postal services they received. 
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5. It would provide the mechanism for avoidance of substantial 
postal deficits in the future. 

6. It would encourage greater pride for employees and the public 
in an efficiently managed postal system. 

7. It would relieve the taxpayer of today, as well as future tax- 
ayers, of the burden of subsidizing postal services purchased largely 
y profit-motivated users of the alle 

8. It would be consistent with the financial policies applied to other 
departments and agencies of the Government by Public Law 137, szd 
Congress, and other legislation now in force. 

Because it bears directly on the question of who should pay for 
Government services, I would like, Mr. Chairman and members of the 
committee, to quote here from Public Law 137: 

It is the sense of the Congress that any work, service, publication * * * or 
similar thing of value or utility performed * * * by any Federal agency * * * 
to or for any person * * * shall be self-sustaining to the full extent pos- 
sible. * * * 

That, quotation, we believe, should be the heart of any statement 
on postal policy. 

The difference between the philosophies expressed in the proposed 
policies enunciated by the council and the Department can S easily 
explained by the approach each has taken to the subject. 

The majority of the seven-man advisory council are in businesses 
which benefit financially from low postage rates. While this conflict 
of interest on the part of the majority does not make objectivity impos- 
sible, it does make it difficult of achievement. 

The management of the Post Office, on the other hand, represents 
no specific interest and no one segment or class of postal users. There 
is no reason for it to be other than unbiased and objective in its 
approach. 

It views its responsibilities as being to the mailing public as a whole 
and, in an even broader sense, to all or the people of the country. As 
an arm of the executive branch of the Federal Government it must 
take into account the financial problems and policies of the Govern- 
ment as a whole. It cannot overlook the fundamental fact that any 
undue financial privileges that it permits to be obtained by any one 
class of users at the expense of another class is an improper discrimina- 
tion, and that any undue financial advantages for mail users in general 
are unfair to the taxpayers who must foot the bills. 

The Department is also concerned with the efficiency and welfare of 
the half million employees of the postal system. Without sound 
management and without definitive and practical financial policies 
these employees can be the collective victims of fiscal confusion and 
lack of direction. 

It is from this informed and unprejudiced position, Mr. Chairman 
and members of the committee, that the present management urges 
its points of view. The people who make up the post office organiza- 
tion are in a good position to know the intricate details of how the 
service operates, how mail is handled, the priorities and deferments it 
receives, the expenses which the post office incurs, the services rendered 
to the post: office by other Departments, and all other data necessary 
to the foundation upon which to build a philosophy to underlie finan- 
cial policy. In considering the postal problem in all the areas from 
cost allocation to mail classification Congress can rely upon the impar- 
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tial and independent evauation of experienced postal executives. The 
postal officials and employees have no axes to grind. All of this 
information could have been available to the members of the council 
had they evidenced to us any interest in it. 

In view of this, Mr. Chairman and members of the committee, and 
in view of the demonstrable fallacies and errors in the report of the 
council, I respectfully submit that our proposal for a permanent con- 
gressional policy on postage rates, as embodied in S. 1534, has more 
validity, more substance and more objectivity than that of the council 
and should be adopted. 

T am confident that, after considering all of the information in this 
statement and that of the Deputy Postmaster General whom I hope 
you will permit to follow me, you will not want to identify yourselves 
with the findings of the council as submitted to this committee. 

Thank you very much, Mr. Chairman. 

(Exhibit to Mr. Summerfield’s statement follows :) 


EXHIBIT TO STATEMENT OF ARTHUR BE. SUMMERFIELD, POSTMASTER GENERAL OF THE 
UNITED STATES 


The American postal system is an outgrowth of the British Post Office which 
developed the concept of postal service as a Government service “for hire” at 
rates which would meet the cost of operation. This subsequently has become 
the basic principle to which practically all of the postal systems of the world 
conform. ‘This, too, has been the historic policy of the United States Post Office. 

1782: One of the first acts of our Continental Congress stated : 

“The United States in Congress assembled shall have the sole right and power 
of establishing and regulating post offices from one State to another, and exacting 
such postage as may be requisite to defray the expenses of such offices. All 
funds above cost shall be expended in establishing new post offices and post 
routes so as to make the institution as useful as possible * * *.” 

1792: The act of February 20, 1792, was the first, after the adoption of the 
Constitution of the United States, fixing rates of postage on mail matter. It 
provided, in part, as follows: 

“That there shall be established at the seat of the Government of the United 
States, a general post office. And there shall be one Postmaster General, who 
shall have authority to appoint an assistant, and deputy postmasters, at all 
places where such shall be found necessary. And he shall provide for carrying 
the mail of the United States, by stage carriages or horses, as he may judge most 
expedient; and as often as he, having regard to the productiveness thereof, as 
well as other circumstances, shall think proper, and defray the expense thereof, 
with all other expenses arising on the collection and management of the revenue 
of the Post Office * * *.” 

It is evident from the preceding acts that from the very beginning of our postal 
system the intent of Congress was that the post office be self-sustaining. In 
fact, for the first 30 years of operation under the postal policies of the Founding 
Fathers of our country the Post Office produced a revenue surplus of 15 percent. 

1825: President John Quincy Adams, who was reared in the shadow of the 
early framers of American policy, declared in his message to Congress in 1825: 

“The proper use of the Post Office enhances the comforts of friendly corre- 
spondence, the exchanges of internal traffic and the lights of the periodical press, 
which shall be distributed to the remotest corner of the Union, at a charge 
searcely perceptible to any individual and without the cost of a single dollar to 
the Treasury.” [Italics added. | 

The “searcely perceptible” charge for letter mail in 1825 ranged from 6 cents 
to 25 cents per single sheet depending on distance. 

1849: The long accepted congressional policy of a self-supporting postal system 
was clearly recognized by Postmaster General Collamer in his report of 1849: 

“It seems long to have been the received principle in this Department that its 
expenses should be always kept within the income furnished by postage, and 
all exertions at the improvement and extension of the service are to be limited 
to and fall within such receipts. The opinion of the community without the 
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Department is believed to be, that the General Post Office, being for the dis- 
semination of intelligence and advancement of business, is not a proper subject 
of taxation—that no burden for public service should lean upon it, and that the 
rate of postage should only be such as will pay the expense of the care, convey- 
ance, and delivery of the matter on which the postage is laid. These views are 
in no way incompatible, and may both be successfully regarded, provided a 
reasonable compensation be made to the Department for the service it performs, 
by those for whose benefit such service is required.” 

1851: Opponents of rate increases allege that the act of March 3, 1851, consti- 
tuted a permanent change in the self-sustaining financial policies previously 
followed by the Congress in its adjustments of postal rates. 

The act of March 3, 1851, was passed to meet the frontier conditions that 
existed at that time. America was in its pioneer phase; California and Texas 
had just been admitted to the Union, and the citizens in remote parts of the 
frontier region, where money was scarce and barter the custom of the day, 
were desperately in need of low-cost communications with the East. 

Congress responded to this urgent need by passing the act of March 3, 1851, 
which authorized lower rates of postage and made an appropriation for an 
expected deficit. That Congress was very much cognizant of the need for sound 
financing of the postal system is evident in that the same act also provided 
for reimbursement to the Department for free mailings and provided further 
that the compensation allowed to city carriers should in no case exceed the 
receipts for such service. 

The letter rates established by the act of March 3, 1851, were 3 cents per 
half ounce if prepaid ; 5 cents per half ounce if not prepaid. 

1859: Further evidence that the act of March 3, 1851, was in no way to be 
considered a departure from the historic policy of a self-sustaining Post Office 
appears in the report of the Postmaster General in 1859: 

“The Post Office Department, according to the theory of its organization, 
should be self-sustaining, and, because of the peculiar character of its functions, 
should not be a charge on the common Treasury * * *.” 

Explaining the reasons for this long-existing policy, Postmaster General Holt 
further stated : 

“The transportation of a letter or newspaper or pamphlet for the citizen is no 
more public business than would be the transportation of his person or mer- 
chandise. It is an operation prompted by and performed in subserviency to a 
private, personal interest, and that interest and that alone, should bear the 
pecuniary burden inseparable from it. * * *” 

1912: Congress left no doubt as to its views that the taxpayer should not be 
called upon to underwrite any of the cost of postal services performed for the 
direct benefit of identifiable patrons in passing the act of August 4, 1912, estab- 
lishing the modern parcel-post system: 

“* * * if the Postmaster General shall find on experience that (the classifica- 
tion of articles mailable as well as the weight limit, the rates of postage, zone 
or zones, and other conditions of mailability) are such as to * * * permanently 
render the cost of the service greater than the receipts of revenue therefrom, 
he is hereby directed * * * to reform from time to time such classifications * * * 
to insure the receipt of revenue from such service adequate to pay the cost 
thereof.” 

So strongly did Congress feel on this matter that in 1950 (Public Law 843, 81st 
Cong.) Congress further provided that: 

“Hereafter, none of the funds appropriated to the Post Office Department from 
the general fund of the Treasury shall be withdrawn from the Treasury until 
the Postmaster General shall certify in writing that he has requested the consent 
of the Interstate Commerce Commission to the establishment of such rate 
increases or other reformations * * * as may be necessary to insure the receipt 
of revenue * * * sufficient to pay the cost of such service.” 

1920: The inescapable logic of a “break-even” postal service was well expressed 
in the following statement by Postmaster General Albert S. Burleson: 

“Firm in the belief that the postal establishment should be self-supporting. it 
has been the policy and constant aim of this administration, during the 7 years 
of its tenure of office, to equalize postal revenues and expenditures insofar as it is 
possible to do so, in order that postal operations might be removed from consid- 
eration in connection with the levying of taxes. This, it is submitted, is sound 
public policy. On the other hand, to conduct the service with an eye single to 
profit is to impose a supplemental tax and thereby assume a function not contem- 
plated or delegated by law. The service belongs to the people and should be 
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eonducted for their use and benefit, but those who use the mails for particular 
purposes should pay for the service rendered them at rates approximating the 
cost of the service.” 


1929: These views were further emphasized by Postmaster General Walter F. 
Brown in his report of 1929: 

“It is my judgment that the Post Office Department should conduct its strictly 
postal operations without financial loss; that its rates of charge to the public 
should be so adjusted as to provide an income sufficient in the aggregate to pay 
the cost of all its strictly postal services. It is no more logical to expect the 
Government to transport and deliver private mail for less than cost than it 
would be to ask a telegraph or telephone company to furnish communication 
service at less than cost.” 

1948: Congress once again acted in behalf of sound postal financing by writing 
into the Air Parcel Post Act of June 29, 1948, its view that rates should be 
established which would assure sufficient revenues to meet the cost of service. 

1949: In 1947 the Congress established a Commission on Organization of the 
Executive Branch of the Government and appointed former President Herbert 


Hoover as chairman. On February 21, 1949, the Hoover Commission reported 
that: 


‘The Post Office is predominantly of a business nature; it is revenue-pro- 
ducing the potentially self-sustaining.” 

1951: The 82d Congress, recognizing the inherent soundness of a policy 
which refuses to burden the general taxpayer with the cost of specific services 
to identifiable users, extended this philosophy to all branches of the Govern- 
ment which dispense such services. Public Law 137, 82d Congress, prescribes 
that such services furnished by the Government “shall be self-sustaining to the 
fullest extent possible.” 

The Cuamman. First, let us question Mr. Summerfield in regard 
to some of the things that are brought out in his statement. 

Mr. SuMMERrFiIeLbD. Mr. C hairman, may I 

The CHarrman (interposing). We want to clear up what you have 

said and go into that first and then we will go ahead with Mr. Stans’ 
statement. 

Mr. SuMMERFIELD. We have attempted, sir, to try to be cooperative 
and helpful as we could, to try to save as much time as we could. 


The Cuarrman. We want you to answer some questions, that is 
what you are here for. 





Mr. SumMerrietp. Mr. Chairman, no one recognizes that more than 
I do. I have tried to provide some more detailed statements of the 
statements I have made. I would have included them all in my own 
but as it happens I just do not have the voice to carry through that 
discussion. 

Senator Jenner. Do you not think, Mr. Chairman, if we hear the 
deputy we get the whole picture; then we can examine them both ? 

The CHarrman. There are some questions here I want answered 
before it goes out to the newspapers, that is the reason I want some 
of these statements answered at this time. 


Senator Jenner. Well, it is only 11 o’clock; how long is the dep- 
uty’s statement / 


Mr. Stans. About 25 minutes. 

The Cuatrman. It will probably take up the rest of the time and 
we would close with nothing but their statements. I want to bring 
out the facts. 

Senator JENNER. He said 30 minutes. That will give us 30 minutes 
before 12 o'clock to question. What do you say? 

Mr. SumMerFieip. Every question will be answered in his state- 
ment. If there are any others I would be very happy to help you. 
That. was the procedure we followed yesterday, just as a matter of 
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information, Mr. Chairman, and members of the committee. Mr. 
Stans and I did this, of course, on the rate matter which was being 
considered before the House yesterday and the day before. It proved 
to be a very satisfactory method of doing it. That is my reason for 
recommending it. 

The CuarrMan. We are not here on the rate question at the present 
time. Weare here in regard to a policy. 

Mr. Gorr. But, Senator, Mr. Stans’ statement goes into some details. 

The CHarrMan. I know that. We will get that when we come to 
it. As far as I am concerned I think personally the Postmaster 
General should answer scme questions here. 

Senator Jenner. I think he should, too, Mr. Chairman. What I 
was trying to do is save some time. If this gentleman can present 
his statement in 30 minutes we still have a good hour for some ques- 
tions. Let him testify first and then we will ask the questions. He 
can finish in 30 minutes. We still have a good hour for questions. 

The Cuarrman. If you can finish in 30 minutes. 

Mr. Srans. I think so, Mr. Chairman; I will leave out a few parts 
and submit them for the record. 

Senator Jenner. That will be all right. 

The CHairMan. I just want some things cleared up. 

Senator JENNER. May we have order, Mr. Chairman ? 

The Cuarrman. Let us have order. You may proceed for 30 min- 
utes, Mr. Stans. 


STATEMENT OF MAURICE H. STANS, DEPUTY POSTMASTER 
GENERAL OF THE UNITED STATES 


Mr. Srans. Mr. Chairman and members of the committee, in his 
statement today the Postmaster General has created three basic and 
substantial areas of disagreement for the amounts of money appear- 
ing in the report of the Citizens’ Advisory Council. These three 
issues very simply are: 

1. The council uses as its figure for the postal deficit the amount 
of $362.7 million. We say that the deficit should be considered to 
be in excess of $651 million. 

2. The council says that public-welfare expenditures included in 
the Post Office Department’s deficit amount to $392 million a year. 
We say that the public welfare services rendered by the Post Office 
Department are properly priced at about $30 million a year. 

3. The council concludes that if public-welfare items are taken into 
account “no true deficit exists at the present time.” We say that even 
after public-welfare items are eliminated, the postal deficit is sub- 
stantially in excess of $620 million a year. 

It is my purpose, in testifying before the committee this morning, 
to analyze for you the facts and figures behind these differences of 
opinion. With full information before it, the committee can quickly 
und well determine which sets of figures are correct. It is our belief 
that the Post Office position is sound and that a full display of the 
facts will establish that without question. 

Now, as for the deficit. 

The deficit of the Post Office Department for the fiscal year ended 
June 30, 1956, was reported in the Department’s annual report released 
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approximately January 1, 1957, and was shown in the amount of $463.9 
onion. For various reasons this figure, however, does not reflect the 
current spread between the Department’s revenues and its expenses. 
Asa result of recent legislation, the Post Office estimates its budgetary 
deficit for fiscal 1957 at $515 million and for fiscal 1958 at $651 million. 

In the case of the 1958 amount, present indications are that it is a 
minimum. There are pending before the Congress a number of bills 
to provide pay increases and fringe benefits to postal employees. 
There are pending at the Interstate Commerce Commission actions by 
the American railroads to increase their charges for transporting the 
mail by amounts ranging as high as $150 million annually. And I 
would like to say whatever amounts are granted by the Commission 
will be retroactive to June 3, 1956. 

Current costs of supplies are also higher. In the face of all these 
factors it is extremely likely that the deficit for 1958 will exceed the 
current estimate of $651 million by perhaps a substantial amount. 

Since 1958 is the first year that could be benefited by a postal rate 
increase, we think that 1958 is the proper year—not 1955—to use as 
the measure of the postal deficit in considering the need for postage 
increases. 

There are two basic circumstances that account for a large part of 
the $300 million difference between the deficit estimate of the council 
and the amount which the Post Office submits: 

1. Under Public Law 68 wage increases were enacted by the Con- 
gress for postal employees, effective in part on March 1, 1955, and in 
part on December 3, 1955. Obviously only a small portion of the 
impact of this legislation appeared in the figures for the fiscal year 
ended June 30, 1955. The result is that $191 million of this pay 
increase and other fringe benefits is now a part of the postal costs but 
is not reflected in the deficit figure for 1955 used by the council. 

2. Under the 1956 amendments to the Civil Service Retirement Act 
the Post Office is required to pay into the civil-service retirement fund 
an amount equal to 614 percent of its payroll, beginning July 1, 1957. 
For fiscal 1958 the amount of this payment is expected to be about 
$131 million. The council did not consider this item at all. 

With these incontrovertible facts it is clear that the dimensions of 
the postal deficit are those claimed by the Postmaster General and that 
the council has unfortunately omitted factors extremely material to 
sound conclusions. 

Beginning on page 14 and continuing through page 29 of its report 
the council lists various categories of public welfare services of the 
Post Office, pricing them at a total amount of $392.4 million. On sub- 
sequent pages the renort also says that there are other hidden public- 
welfare costs for which no money amounts are available. 

I should like now to direct myself to these various items of public 
welfare and give to the committee the amounts as they appear in the 
Post Office Department records for these items. In this case, in order 
to provide direct comparisons, I will use the amounts for fiscal 1955, 
but will also indicate any instances in which current figures would be 
significantly different. 

I hope as I go along that the members of the committee can have 
before them the report itself with the specific pages because it will 
make my testimony much more clear. 
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Pages 14 and 15: 

The council lists some nonpostal services and says these cost us 
$12.4 million a year. 

The only item of money consequence in this list is the one described 
under the title “Custodial Services—Public Buildings.” It cost the 
Department $9.3 million in fiscal 1955 to provide custodial service for 
that portion of the space in postal buildings occupied by other Goy- 
ernment agencies. 

However, there is a direct offset to this item that the council did not 
consider. General Services Administration provides custodial service 
to space occupied by the postal service in many other buildings under 
GSA jurisdiction. “ In fiscal 1955 the Post Office share of this cost 
borne by GSA was $9.7 million. 

In the net, therefore, there is no public-welfare cost to us in this 
item. C ertainly it would be unreasonable to subtract one item with- 
out adding the other. 

For fiscal 1956 we spent $10.9 million for custodial serv ice in public 
buildings for the benefit of other agencies, but in that year the Gen- 
eral Services Administration spent "$18.9 million on our space in its 
buildings. 

The only items on page 14 of the report which presently involve 
public-welfare costs are work performed by the Post Office for the 
Civil Service Commission, the sale of documentary internal-revenue 
stamps for the Treasury Department, and the interdepartmental mail 
messenger service in Washington. These cost us $2.1 million in 1955. 

The Cuamman. What about the migratory bird st amps / 

Mr. Stans. Weare fully reimbursed for that cost. 

The Cuamman. When? 

Mr. Stans. Oh, several years ago, about 3 years ago. 

The CuarrMan. Since the last administration, then 2 

Mr. Srans. Yes. | 

Mr. Brawtey. Where do you take credit for that in the report? 

Mr. Srans. Right on the face of the report. I believe I can show 
you that after I finish here. 

As part of our present legislative program we are planning to ask 
Congress to provide reimbursement to us from the Treasur v for these 
services. 

The other items on page 14 do not really involve net expenditures 
at all, since the Post Office is reimbursed for these services annually, 
as closely as they can be estimated. 

So, the public welfare expenditures for the nonpostal serv ices listed 
on page 14 amounted, not to $12.4 million, but to $2.1 million in 1955. 
In 1956 they are $2.4 million. 

Now on pages 16 and 17 the council lists three categories of mail 
carried at little or no charge, and concludes that they represent a 
subsidy of $15. 9 million. 

The major item in this group is free-in-county delivery of news- 

apers, at a cost of $13.3 million. Our measure of the public welfare 
in this is $800,000. 

The Cratrat. AN. You mean you deliver all of the newspapers within 
the counties for $800,000 ? 

Mr. Srans. No, Mr. Chairman; I did not say that, and I think the 
sentence 

The Cuatrman. You mean that is all you lose? 








POSTAL POLICY 19 


Mr. Srans. That is all we lose in revenue; yes, sir. 

The Cuarrman. I want you to explain that in detail. 

Mr. Srans. I will be glad to. Do you want me to do that now or 
later ? 

Senator JENNER. You better do that later. 

Mr. Srans. Our measure of the public welfare in this is $800,000, 
since that is the amount of postage which would be received on all 
these mailings if they paid the regular in-county rates that would 
otherwise apply by law for second-class mail. 

The Cuarrman. When you are counting up the deficit under second 
class is that all you provide in your Cost Ascertainment Report? You 
had more than that; did you not? 

Mr. Srans. Yes, but my paragraph again clears up that point, I 
believe. 

The Cuatrman. Go ahead. 

Mr. Srans. The extent of subsidy can be only the price concessions 
granted to this subgroup of mailers. The full cost of $13.3 million on 
this mail would properly state the subsidy only if all second-class mail 
paid its full cost, which, of course, is far from true. 

Therefore, the public welfare burden of free-in-county mail is 
only $800,000. 

Another item in this group is designated as “free registered mail for 
Government agencies,” priced at $1.8 million. While the amount is 
correct for 1955, the item itself is no longer pertinent because Public 
Law 705, enacted July 14, 1956, now provides for reimbursement to 
the Post Office aaa by other Government agencies for this service 
and we are now being reimbursed for it. 

The correct sum of the subsidized classes of mail described on page 
16 of the council’s report is therefore $1.6 million, not $15.9 million. 

Pages 18 and 19: 

_ The report says on these pages that the Department sustains a cost 
of $60.5 million in providing for the public welfare through preferen- 
tial low rates to certain classes of mailers. 

We agree that these are undeniably public welfare items but we say 
the amount is exaggerated. 

The major item here is the “loss on exemption publications” which, 
the report says, amounts to $46.2 million. Certain nonprofit organiza- 
tions are allowed to mail their publications at rates of postage less 
than those paid by publications for profit. However, if these publica- 
tions paid the full second-class rates to go through the mails 

The CuarrMan (interposing). Wait,now. You are saying second- 
class rates, you are not saying the rate they ought to pay. You are 
getting something there; second-class rates at the present time do not 
pay but about one-fourth of what it costs to deliver; is that not right? 

Mr. Srans. Mr. Chairman, I agree that it is the privilege of the 
council to decide what the rates should be. I am merely saying that 
if they paid the same as any other publishers 

The mae (interposing). Remember, that is not over one- 
fourth of your second-class now. 

Mr. Stans. But if these nonprofit publications paid the same rates 
as the profit publications the ees would have realized only 
$2 million more in 1955, $2.3 million more in 1956. 

The Cuarrman. But you just multiply that by four if you make 
them pay the rate necessary to cover their cost. 
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Mr. Srans. That, Mr. Chairman, is a rate problem and we cer- 
tainly encourage 

The Cuarman (interposing). Is that not true in second, you at 
least multiply it by four? 

Senator Morron. Yes, but the point is, Mr. Chairman, that the 
report of the council has used 46.2. 

The Cuarrman. Anyway, this figures out to be four times that if 
you are going to make them pay the way and that is what you are ad- 
vocating. 

Senator Morton. I vote to make them do that. 

Mr. SumMerrietp. We have been trying to get something done 
about this for 4 years, Mr. Chairman. 

Mr. Stans. May I goon? 

The CuarrmMan. Proceed. 

Mr. Srans. However, if these publications paid the full second- 
class rates to go through the mails the Department would have real- 
ized only $2 million more in 1955, and $2.3 million more in 1956. 

These same nonprofit organizations are also granted third-class 
postage rates lower than those otherwise provided by law. The rev- 
enue concession on these mailings was $5.6 million in 1955 and we 
agree that this should be included among our public welfare expenses. 
The council did not mention this subsidy. 

If these changes are made, the public welfare contributions on page 
18 will total $21.9 million instead of $60.5 million. 

The Cyamman. And you still multiply that by about 4 times—if 
you multiply it by 3 you would have about 60 percent. When you do 
that you will deprive the people of a lot of educational privileges that 
they have at the present time. If you are going to make everybody 
pay, make the ones using the mails pay. 

Mr. Srans. On pages 20 and 21 the report says that we sustain a 
loss of $35.8 million on post cards and postal cards and that this is a 
contribution to the public welfare. 

The handling of post cards and postal cards in the mail, in our 
opinion, is not a public-welfare service but an underpriced service. 
The loss is caused solely by the fact that the present 2-cent rate on 
post cards and postal cards is too low. The postage rate bill which 
you introduced, Mr. Chairman, at our request, would increase that 
rate to 3 cents and would thereby produce an additional $32.6 million 
in revenue. If this is done, there is practically no loss on post cards 
and postal cards and no question of public welfare can arise. 

Also, on page 20, the report shows a large question mark after an 
item entitled “loss on 1 billion Christmas cards sent unsealed,” with 
a notation that this is estimated as “$10 million,” but the figure is 
not included in the council’s total. 

Once again, we believe that there is no public-welfare element in- 
volved. The citizen has a choice of two ways in which to make his 
mailings, sealed or unsealed, at different rates. If he chooses the 
cheaper service he is not being subsidized any more than a man is 
being subsidized by Western Union when he sends a night letter in- 
stead of a telegram: 

Mr. Brawtey (interposing). Does it cost the Department the same 
to handle a letter whether it is sealed or unsealed ? 

Mr. Stans. At Christmas time, approximately; yes. 
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Mr. Brawtry. All right. 

Mr. Srans (continuing). Or being subsidized by the telephone com- 
pany when he makes a long-distance call after 6 p. m., or by the airlines 
when he travels at a coach rate at inconvenient hours. 

On pages 22 and 23, the report states that the Department sustains 
a net loss of $48 million on its special services, such as registry, certified 
mail, insurance, collect on delivery, money orders, and postal savings. 

These services were not, so far as we can learn, established as public 
welfare services and we do not believe they are such now. They are 
auxiliary services to the regular mails, usable by all the public. The 
losses are incurred because the charges are too low. 

Mr. Brawtey. Right there, who has the authority to set the rates on 
this class of mail? 

Mr. Srans. The Postmaster General does, and my next paragraph 
will answer your question further. 

We have been making intensive studies to reduce the cost of these 
services by simplifying and streamlining procedures, and we also 
intend to make realistic upward adjustments in the fees in the near 
future. We do not consider that there is any public welfare cost to be 
recognized in this item. 

On pages 24 and 25 the report says that the Department loses $73 
million a year in revenue to the Railway Express Agency because of 
the size and weight limitations imposed on parcel post by the Congress, 
and that this is a public welfare expenditure. 

Here the council’s reasoning is difficult to understand. In some 
way it feels that by foregoing this $73 million of revenue the Post 
Office has incurred a loss in the public welfare. 

We believe that the size and weight limitation on parcel post has 
nothing whatever to do with the public welfare. If anything, it can 
be argued that it is contrary to the public welfare since the limitation 
causes the public a considerable amount of inconvenience. 

Whatever the reasoning, the point is immaterial. Since Congress 
has also established that parcel post must break even, the $73 million, 
or any part of it, that we might possibly receive in additional revenues 
if the size and weight limitations were removed would not change the 
postal deficit because any net revenue over expenses on this added 
volume would only go to reduce the rates on parcel nost. 

Ordinarily, it would seem that a public welfare service is something 
that is performed. One cannot sensib!v charge to the account of 
public welfare actions that are not performed. Theoretically, the 
Department could perform many services and sell many items in post 
offices in competition with private industry and do so at a profit. The 
fact that we forego such profits by not doing these things cannot be 
construed as a financial sacrifice in the interest of public welfare. 

We do not believe there is any public welfare cost to be recognized 
in this item. : 

Pages 26 and 27: 

The report states that the Department contributes $95 million to 
the public welfare by providing rural free delivery service. 

In its reasoning the report apparently fails to take into account the 
amount of mail generated in the cities by our rural patrons. Approxi- 
mately eight times as much mail is delivered on rural routes as is col- 
lected on them. If we had no rural delivery at all, this mail could 
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never be sent, and city dwellers as well as farmers would be deprived 
of a service beneficial to all. 

I would like to illustrate this. 

In 1955 revenues received for mail collected on rural routes amounted 
to only $38 million, while expenditures came to $206 million. But 
revenues from mail delivered on rural routes in 1955 amounted to 
$209 million. 

This means that revenues on mail going to and coming from rural 
routes amounted to $247 million as against expenditures of $206 mil- 
lion. This does not suggest that we made a $41-million “profit” on 
rural services, but it does indicate that it is erroneous to conclude that 
these rural services are costing us any considerable sum of money. 

For these and other reasons which I will mention in connection with 
the next item, we contend that no public welfare cost is involved in 
this service. 

The Cuarrman. If you notice, they got that from the Carlson report 
in 1955. 

Mr. Srans. I understand that. 

The Cuarrman. They give that as an authority at that time, and, 
of course 

Mr. Srans (interposing). I guess, Mr. Chairman, we disagreed at 
that time with the findings of the Carlson Committee report. 

The Cuatrman. I think you did. 

Mr. Stans. Pages 28 and 29: The report says we are “losing” $30.8 
million a year on third-class post offices and $21 million a year on 
fourth-class post offices : 

Wedisagree. The facts are these: 

1. In fiseal 1956 the cost of third-class post offices was $87.6 million ; 
the revenues generated, on mail originating in or delivered by these 
offices, came to $184 million. 

2. In the same year the cost of fourth-class offices was $35.5 million ; 
and the revenues generated, on mail originating in or delivered by these 
offices, came to $: 39, 9 million. 

We do not agree that it can logically be said that these offices are 
money losers for the Depatrment, if they are viewed in this light. 

But even these figures understate the case. The revenues are lower 
than they should be because of the low rates of postage prevailing on 
all mail, wherever mailed. If revenues are raised to produce a break- 
even result for the postal service as a whole, the earnings of these offices 
will improve, too. 

The Cuatrman. If you make everything double, you get twice the 
amount of revenue, do you not ? 

Mr. Stans. That is correct. 

Mr. Brawiey. How many third- and fourth-class offices have you 
closed in the last 4 years / 

Mr. Stans. We have closed about 3,500 fourth-class offices. 

Mr. Brawiey. Why have you closed those offices ? 

Mr. Srans. Because we felt that we could render better services by 
bringing the mail to the rural farmers by rural delivery. 

Mr. Brawtey. I understand we have received many items of corre- 
spondence from you giving as the main reasons that the cost exceeds 
the revenues in these oflices. 

Mr. Stans. That was a factor, but service is equally a factor. I 
would like to develop this point more in another vein. Rural routes 
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and small post offices are an integral and indispensable part of the 
postal service. 

The Cuairman. I hope you remember that as you close these fourth- 
class post offices. 

Mr. Srans. We certainly do consider each one on its merits, Mr. 
Chairman. 

Many business operations have uneconomic divisions which are 
maintained for the sake of a more financially satisfactory all-around 
operation. 

For instance, the used car transactions of an automobile dealer may 
in themselves produce a loss but they are a necessary adjunct to the 
sale of new cars. The warehouses of chain stores may not con- 
tribute any revenues but they are part of an effective distribution pat- 
tern. The streetcar rider who lives at the end of the line, by the 
council’s definition, is uneconomic to the transit company, but he is 
part of the public being served at a uniform price. This also applies 
to the electric consumer and the telephone subscribed in the sparsely 
settled outer fringes of the service area. 

The postal est ablishment shares with every other public utility the 
responsibility to serve uniformly all who apply within the area of 
service. That fact alone argues against classifying any part of the 
expenditures as being for the public welfare and therefore payable by 
people—taxpayers- ‘who do not use the service. 

The city dweller or the publisher who sends mail to the country 
is Just as much the beneficiary of rural service as the addressee, and 
the system as a whole should properly stand the costs of the rural 
service. 

Now, Mr. Chairman and members of the committee, I would like 
to recapitulate a little, using the table we have prepared which ap- 
pears as exhibit C at the end of my statement. 

We find and sincerely believe the following differences in our 
figures in regard to the public welfare costs : 

On page 14— instead of $12.4 million, we have $2.1 million. 

On page 16—instead of $15.9 million we have $1.6 million. 

On page 18—instead of $60.5 million we have $21.9 million. 

And on all of the other pages instead of the amounts shown by the 
council we have zero. 

There are a few more items of public welfare that the council does 
not list. These amount to $1.5 million, consisting of free mail for the 
Pan American Union, Pan American Sanitary Bureau, widows of 
Presidents, and others; and excess rates to foreign air carriers. 
When we add these in we show a total burden for public welfare of 

27.1 million in 1955 and $29.1 million in 1956, and I estimate it is a 
little over a million dollars at the present time. 

This is $365 million less than the council’s figure for 1955. 
The CHatrmMan. According to that you do not need much more 
revenue to run the Post Office, do you? 

Mr. Srans. According to that we need about $620 million, Mr. 
Chairman. 

The Cuarrman. According to your statement and your estimate of 
the cost of the items listed in the council report, you don’t need any 
new revenue; you are practically paying your way now. 
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Mr. Srans. I do not believe, Mr. Chairman, we differ with any of 
the cost figures, we merely differ as to what is classified as a public 
welfare item or a subsidy. 

Anyway, this is $365 million less than the council’s figure for public 
welfare items for 1955. 

Now, Mr. Chairman, I would like to interpolate by adding a further 
point here before going on and it may be the most important part of 
my statement. 

In 1930 Congress passed the Kelly law which was a bill to identify 
the public-welfare services in the Post Office. Our computations, com- 
putations we have used in arriving at this $30-million figure are 
entirely in accordance with the Kelly law. The computations of the 
council’s report are not in accordance with the Kelly law. Their report 
lists as public welfare items many items in existence at that time 
which the Kelly law did not consider to be public welfare services 
and the report also uses inflated amounts under different computations 
for those which were included in the Kelly law. 

Now, from page 33 on the report hints at enormous “hidden costs” 
which it says are being incurred in the interest of public welfare but 
for which amounts cannot be specified. 

I would like to examine these items with you at this point. 

Mr. Chairman, off the record. 

(Discussion off the record.) 

Mr. Stans. Page 34 and 35: The report says: 

Congressionally approved legislation exists which now directs the Post Office 
Department in its transportation operations. The Post Office cannot by law 
choose as economical a method of transportation as a private business. 

The report quotes former Assistant Postmaster General John M. 
Redding who, as a paid consultant of the trucking industry, said in 
1953 that the Department could save $85 million a year if it diverted 
from rail to truck all mail moving within a 300 mile radius. 

The inference is that we are passing on to the users of the mails the 
additional costs we incur because of restrictions imposed upon us 
by Congress. 

Respectfully, we differ. The Post Office Department is not seri- 
ously restricted by law in its selection of the surface transportation 
medium which it employs. It is reasonably free to select the medium 
best suited for the special transportation job from the standpoint of 
service and economy. 

The suggestion that the Department could save $85 million a year 
through the diversion of mail from rail to highway is not realistic. 
Mr. Redding’s estimate is based on diverting storage mail traffic to 
the extent of $120 million and railway post office service of $80 mil- 
lion. For one thing, the total payment for railway post office service 
throughout the United States in fiscal 1956 amounted to only $81.3 
million. Nowhere near all of this could be diverted. 

As pointed out in the Citizens’ Advisory Council Report, the trans- 
portation payments of the Post Office have been reduced from fiscal 
1953 to fiscal 1956 by $55 million a year—actually $57.7 million on a 
wholly comparable basis. 

The CHamrmMan. When you speak of railway post office service, what 
does that include? 
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Mr. Srans. The railway mail cars in which mail is distributed 
in transit. 

The CuatrmMan. And that is all, just what it handles in the cars? 

Mr. Stans. That is railway post office service. 

The Cuartrman. That is not all you pay to the railroads? 

Mr. Stans. No; we pay them an addition for bulk storage cars. 

The Carman. What is the amount that you pay to the railroads? 

Mr. Srans. The total runs about a little less than $300 million a 
ar; about $300 million. 

The Cuarrman. Three hundred million dollars. 

Why did you not use that figure here ? 

Mr. Stans. Why do I use the figures here? 

The CHarrman. Yes. 

Mr. Stans. These are those quoted by Mr. Redding. 

The CuarrmMan. Oh, I see. 

Mr. Srans. C ontinuing, Mr. Chairman, this reduction in the trans- 
portation costs has been made despite a mail volume increase of 11 
percent. This saving has been brought about partly by judicious di- 
version of some tr aflic from rail to truck and partly by special agree- 
ments worked out in cooperation with railroad companies to make 
their rates competitive with highway transportation. An increasing 
amount of mail is being carried in highway vehicles operated by rail- 
road companies under special agreements with the Department. 
Where either is the case, diversion to truck would not save money. 

We estimate that about 75 percent of our mail is moved by truck. 
Further reductions of some amount are possible in our transportation 
costs. However, they require expensive new facilities at many points 
and the changes would not produce net savings for some years, and 
then in amounts immeasur ably smaller than ‘the $85 million figure 
estimated by Mr. Redding. 

The CHarrman. You have been changing to trucks as fast as you 
could? 

Mr. Stans. As fast as we could in light of our facilities. 

The Craman. How much from railroads to trucks in the last 
4 yeere® 

“Mr. Srans. Mr. Redding’s report says that 90 percent of our mail 
at that time was going by railroad ; today about 75 percent is going by 
railroad, so the difference of 15 percent would be your answer. 

The Cuatrman. What is this: 


We estimate that about 75 percent of our mail is moved by truck. 


Mr. Srans. I beg your pardon, Mr. C hairman. I appreciate your 
correcting me. That word should be “railroad.” 
The Cuatrman. It should be “rail.” 


Mr. Srans. Now, there is another important point on pages 36 and 
37: 


y 
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By simply not enforcing an existing Federal statute, the executive branch 
has tacitly supported the granting of subsidies by the Post Office Department to 


major communication interests. 

That is what the report says. 

Here the council apparently confused regarding the contractual 
agreement between the railroads and the Railw ay Express Agency, 
believes that the Department is subsidizing the railroads by $100 
million by paying rates that are double those paid by that agency. 
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The council intimates that it is the Department’s fault that United 
States Code 39, section 557, passed in 1916, has never been enforced. 
That really is not the case. 

In a railway mail pay proceeding initiated on February 19, 1947, 
the Department sought to invoke the provisions of section 557, title 
39, United States Code. The Interstate Commerce Commission de- 
nied the request in that proceeding. 

In October 1948 the Postmaster General made a renewed request 
by petition to the Interstate Commerce Commission in a separate pro- 
ceeding—docket No. 30177. This petition requested the Commission 
to furnish information as to the revenue received by the railroads 
from the transportation of non-first-class mail and thereby enable the 
Postmaster General and the Interstate Commerce Commission to com- 
ply with this provision of law. The Commission ruled that this pro- 
vision of law does not place a duty upon it to formulate rates in such 
a fashion and that, furthermore, no rates are published or maintained 
by the railroads for express. 

The Cuarrman. I believe we were told at that time what the rail- 
roads were charging for the cars both going and coming and we were 
not using them coming back. Is that not true? They did cease to 
pay them for the return trip if they were not loaded. 

Mr. Srans. The chairman is better informed on that than I am. 
I am not acquainted with the facts. 

Mr. Brawtey. I notice you say that the council’s report says that 
it is the Department’s fault. The council’s report does not say that: 
it says the executive branch, which could include the ICC as well as 
the Post Office Department. 

Mr. Stans. Well, if that was the intent of the council I will accept 
that. We are merely defending ourselves, not the ICC. 

The express revenue received by the railroads is not derived from 
rates but from the variable net earnings of the express agency unde 
operating agreements with the railroads. 

Under the law the ICC prescribes the rates of compensation to be 
paid the railroads by us. It has ruled twice that the contention 
adopted by the council on page 36 is not valid. 

Mr. Brawtey. Do you believe after working at this thing for 4 
years that there is any substance of facts in this statement that they 
probably are overcharging the Post Office Department if you com- 
pare it to the charges they make to the railway express agencies ? 

Mr. Srans. I would like to answer that in this way, that they are 
obviously getting more from us for carrying the mails. 

Mr. Brawtey. The same kind of mail? 

Mr. Srans. Than they are realizing on railway express. 

Mr. Braw ey. The same kind of mail ? 

Mr. Srans. The fact of that is that the Railway Express Co. is not 
a profitable operation and its losses have to be assessed back against 
the railroads each year so that the railroads do not realize as much 
on express as they do on the mail they carry for us. 

Mr. Brawtey. If the Interstate Commerce Commission would grant 
the petition how much do you think it would save the Post Office De- 
partment currently ? 

Mr. Srans. It would be considerable. I would have to make some 
computations, but it would be a very considerable amount of money. 

Mr. Brawtey. Apparently close to the hundred million ? 





ne 


POSTAL POLICY 27 


Mr. Stans. I would not be surprised. 

Now, Mr. Chairman, pages 38 and 39 of the report say: 

Pursuant to law, the Post Office does not have the full authority to select the 
most economical and expeditious mode of transporation for the use of the mails. 

The council, quoting from the report of another advisory council 
made in 1954, says that the Department is transporting empty mail- 
bags from depositories to mail concentration centers in first-class mail 
cars and that the use of “trucks would save millions annually.” The 
report supports this misinformation with a chart in a scale which 
implies that the item is proportionately equivalent to at least $100 
million a year. 

In the first place, the Department spends only $420,000 a year to 
railroads, at freight rates, to carry this equipment, so the opportunity 
of saving millions of dollars a year in this area seems limited. 

In the second place, only 20 percent of all empty mailbags are now 
carried by passenger trains, and those are carried only when the rail 
rates are the lowest available. 

A wide network of transportation facilities is now available and is 
used for moving empty equipment at rates much lower than those paid 
by private industry for moving similar commodities. 

The money-saving possibilities indicated by the council do not exist. 

Pages 40 and 41, the report says: 

Congressionally approved legislation directs the Post Office Department in its 
transportation operations. Based on public welfare considerations, this legisla- 
tion does not seek the most economical method of transportation. 

The report cites the 62d United States Statutes at Large, page 576, 
title 39, United States Code, sections 473 and 474, which require that 
we transport the mail between airports and post offices in Government- 
owned vehicles. Then the council’s chartmaker on page 41 allocates 
space to this expenditure equivalent in scale to at least $100 million. 

This restriction by the Congress does cost us money—but the cost is 
less than $100,000 a year. Furthermore, the Department has included 
in its legislative program for 1957 a bill to repeal this directive. 

Pages 41 and 42, the report says: 

Many postal expenditures. provide community services which are regarded by 
the general public as services for which no fees are required. 


Among the 18 items listed is one, the selling of documentary 
stamps— 

Mr. Brawtry. While you are on that, did you make the statement 
that the Department is currently collecting for selling documentary 
stamps ? 

Mr. Stans. No; I was merely answering the chairman on migratory 
bird stamps, not the documentary stamps. ' 

Among the 13 items listed is one, the selling of documentary stamps, 
already considered under nonpostal services on page 14 of the report. 
The other items on page 43 are given space on the chart, in a grotesque 
exaggeration, that suggests that these services cost the Department at 
least $225 million a year if you go by the scale on the chart. 

Actually the aggregate cost to the Department of all these items 
is about $100,000 a year. 

I testified to that effect last week before the House Committee on 
Post Office and Civil Service, and I said that reimbursement for these 
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items from public funds of the Government would not really be worth 
the cost of the accounting work involved in measuring them every 
ear. 

Mr. Brawuey. Mr. Stans, I do not see why you should go out of 
your way to pick a figure out of the air. I do not see anything in the 
council’s report estimating this cost at $220 million. You just stated 
that the council’s report indicated that the cost of community services 
was $220 million. 

Mr. Stans. Mr. Brawley, I am referring to the chart which shows 
on dimensions on the scale of the chart that that item at the top of the 
column would have to be $225 million 

Mr. Brawley. Could that not just as well be a printing error? 
There is nothing in the report that states anything like that? I don’t 
believe the committee appreciates your little joke. 

Mr. Srans. Mr. Brawley, if you assure me that is the case, I am 
perfectly satisfied with the explanation. 

Now, Mr. Chairman, the next part of my text here goes on regard- 
ing some quotations that the council makes, or statements that I made 
in the past. Although I am naturally flattered that the council sees 
fit to quote me in several places in its report, I am concerned that the 
quotations are incomplete and make me appear to mean precisely the 
opposite of what I actually said. 

On page 11 of the report, for instance, I am quoted as follows: 

If we use computations provided by the Kelly law * * * which eliminates 
from the postal deficit all public service costs and all subsidies * * * it is shown 
that the Post Office did not operate at a loss during the period from its inception 
to 1946. This is a conclusion reached by Congressman Kelly himself for the 
years up to 1930, and by a consultant for the Magazine Publishers Association 
for the years from then up to the end of World War II. 

The report omits the fact that I went on to point out that Dr. Jules 
Bachman, the consultant for the Magazine Publishers Association 
referred to, had gone on to say that rising postal costs between the end 
of World War II and 1952, the year his report was written, had 
created an aggregate postal deficit for that period, even by Kelly law 
computations, of $2.3 billion. And, I might add, that figure brought 
up to 1956—still by Kelly law computations—is about $4 billion. 

While we are on that point, I would like to emphasize that our 
computations of the welfare items borne by the Post Office are wholly 
consistent with the Kelly law. The council’s report is not; it lists 
many items which the Kelly law did not consider to be public welfare 
costs, and it inflates the amounts of others. 

The report again half quotes me on page 45. The quotation, as 
reprinted, runs as follows: 

The other agencies of Government—let us say the Department of State or 
Department of the Interior * * * perform services that diffuse their benefits 
over all the people. The nature of those services is such that there is no way to 
evaluate them, person by person, or, in many cases to break them down into 
measurable units. It is the proper role of taxation to assume the burden of 


paving for such immeasurable services in the interest of common good of all 
citizens. 


However, the council does not state that I went on to say: 


But, in the Post Office we perform services in the form of individual trans- 
actions—all measurable, all distinguishable, each from the other. 

It is not the proper role of taxation to assume the burden of paying the cost of 
an operation such as this. We believe that the costs should be paid by those who 
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use the services—just as those who use the services of a municipally owned 
power or water plant pay for its services according to measured units of use. 

That is why we charge postage rates. To follow all the way the argument 
that we shouldn’t be disturbed about deficits—why should we charge any fees 
at all? Why shouldn’t we carry everybody’s mail free of charge and pass the 
costs on to the taxpayer? 

Whether or not you agree with what I have said in these two full 
quotations, I am sure you agree that they have a different meaning 
than is implied by the excerpts selected by the council for inclusion in 
its report. 

On this matter of charges for Government services, we believe that 
it is the mandate of Congress that all Government agencies should 
recover the full cost of what measurable services they perform for 
recognizable individuals or groups of individuals. 

Public Law 137, 82d Congress, states this principle specifically: 

It is the sense of the Congress that any work, service, publication, report, 
document, benefit, privilege, authority, use, franchise, license, permit, certificate, 
registration, or similar thing of value or utility performed, furnished, provided, 
granted, prepared, or issued by any Federal agency (including wholly owned 
Government corporations as defined in the Government Corporation Control Act 
of 1945) to or for any person (including groups, associations, organizations, 
partnerships, corporations, or businesses), except those engaged in the trans- 


action of official business of the Government, shall be self-sustaining to the full 
extent possible. (65 Stat. 290.) 


In specific legislation, this expression of congressional thinking has 
been reiterated many times. I would like to submit for the record ex- 
hibit A under which the Government agencies have been directed to 
recover cost or cost plus a profit. 

The council believes that some Government agencies are not observ- 
ing this general mandate. Even if that is true, we submit that it is 
no less correct and no less desirable. 

In exhibit B of this statement, which I would like to submit for 
the record, I have included some examples that are pertinent of 
agencies which are observing this mandate by operating on a break- 
even basis or at a profit. 

To say, as the report says, that the Post Office Department recovers 
from its rates and fees a higher percentage of its expenditures than 
does certain other agencies of Government is merely to say that the 
Post Office performs a far higher percentage of measurable services for 
identifiable individuals or groups. But that recovery of cost is still 
inadequate at present rates of postage to compensate fully for these 
measurable services. 

This, Mr. Chairman and members of the committee, completes my 
analysis of the report of the Citizens’ Advisory Council. 

I regret that it is necessary to express such great disagreement with 
the figures of the council. I leave it to your good judgment, now 
that you have heard the other side, to decide which is right. 

That decision is an important one, more so now than at any time 
in the past. Any policy determination that would permanently 
settle upon the taxpayer public welfare items of the dimensions pro- 
posed by the council’s report would, in my opinion, merely per- 
petuate an unfair situation. A disposition of the policy problem on 
the basis of our proposals would settle for all time the exaggerated 
arguments of those who perennially resist higher postage rates. If 
it is accompanied by legislation increasing postage, as we propose, the 
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actual users of the mails will pay their rightful share of postal serv- 
ice and the taxpayers will be relieved of an unconscionable burden. 

Thank you very much for your kind consideration of this technical 
material. 


I will be very nappy to answer any further questions. 
(Exhibits to Mr. Stans’ statement follow :) 


EXHIBITS TO STATEMENT OF Maurice H. Stans, Deputy PosTMASTER GENERAL 
OF THE UNITED STATES 


Exureit A 


Samples of congressional action along the lines that services of a businesslike 
nature performed by Government agencies for specific agencies or corporations 
shall be self-sustaining to the full extent possible. 

1895—Government Printing Office: 

On sale of additional plates: 

“* * * at a price not to exceed the cost of composition, the metal, and mak- 
ing to the Government, and 10 per centum added * * *” (44 U. 8. C., sec. 58.) 

On sale of public documents: 

“* * * to sell at cost any public document in his charge, said cost to be 
estimated by the Public Printer and based on printing from stereotype plates.” 
(44 U. 8. C., sec. 71.) 

1982—Government Printing Office: 

On the price of Government publications: 

“The price at which additional copies of Government publications are offered 
for sale to the public by the Superintendent of Documents shall be based on the 
cost thereof as determined by the Public Printer plus 50 per centum: Provided, 
That a discount of not to exceed 25 per centum may be allowed to authorized 
book dealers and quantity purchasers * * *” (44 U. S. C., sec. 72a.) 

1934—Bureau of Federal Credit Union: 

On the issuance of certificates of approval, etc.: 

“* * * the purpose of such fees being to defray, as far as practicable, the 
administrative and supervisory costs incident to the carrying out of this chapter.” 
(12 U. S. C. see. 1755.) 

1935—Tennessee Valley Authority: 

On power projects: 

“It is declared to be the policy of this chapter that, in order, as soon as 
practicable, to make the power projects self-supporting and self-liquidating, the 
surplus power shail be sold at rates which * * * will produce gross revenues in 
excess of the cost of production of said power at each power station * * *” 
(16 U. S. C. sec. 831m.) 

Department of Health, Education, and Welfare: 

“* * * Services under this section shall be rendered only upon payment by 
the applicant of fees fixed by regulation in such amounts as may be necessary 
to provide, equip and maintain an adequate and efficient inspection service.” 
(21 U. §..C., sec. 372a.) 

1938—Department of Health, Education, and Welfare: 

On the certification of coal tar colors: 

“* * * shall be performed only on payment of such fees, as may be necessary 
to provide, maintain and equip an adequate service for such purposes.” (21 
U.S. C., sec. 376.) 

1950—Bureau of Printing and Engraving: 

On costs incidental to work or service performed : 

“* * * at prices deemed by the Secretary of the Treasury to be adequate to 
recover the amount of direct and indirect cost of the Bureau, including its admin- 
istrative expenses incidental to performing the work or service requisitioned’ 
(31 U.S. C., see. 181). 

1950—Report of Senate Committee on Expenditures in the Executive Depart- 
ments : 

On recovery of expenditures for services performed by Government agencies 
for identifiable persons or corporations: 

“* * * those who receive the benefit of services rendered by the Government 
especially for them should pay the cost thereof * * *” 

“* * * the cost to which the Government is put should be borne by the bene- 
ficiaries * * *” (S. Rept. 2120, 81st Cong. 2d. sess.) 
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Exuisit B 


Examples of Government agencies that operate in such a manner as to be “self- 
sustaining to the full extent possible.” 


[Millions of dollars, fiscal year 1956] 


| 





Agency | Revenues Expendi- Net 
| tures | 

Tenneeies Valley AULnOrIty,.....cnnenacespa-<estciorce--nsb een ri 237.3 | 199.7 +46.6 
Alaska Railroad - Pot alana d obec. dp vba 17.9 | 15.8 | +2.1 
Food and Drug Administration ___-.--.---_-.----..---..--- 1.1 Bebra > 
Bureau of Federal Credit Unions-  Seaby aoe Seite aon doig 2.0 | 1.9 | +.1 
Penema Canal Company... .: 256 b che) ei ask iat 9.2 | 8.4 +.8 
Bureau of Engraving and Printing_- J. sancudeads | 24.6 | 24.6 |---------- 
Government Printing Office nana 90.3 84.5 +5.8 





ExHrBIt C 


Post Office Department—Statement of amounis of public welfare costs (in 
millions) included in the postal deficit 


on 

















Advisory | Post Office Department 
| | Citizens | figures 
Page | Council’s Chie Netcast 
figures, | | 
1955 | 1955 1956 
ats pes messing - mole weal maT |__| 
14 | Nonpostal services _- phar ht stint eet $12. 4 | 1 $2.1 | 1 $2.4 
i6 | Classes of mail carried at little or no charge. . aes 15.9 | 21.6 21.8 
18 | Preferential rates to certain classes Lede od 60. 5 | 221.9 | § 23.2 
20 | Loss on postal and post cards sehen BT 35.8 0 0 
22 | Loss on special services sé ee 48.0 | 0 0 
24 | Parcel post size and weight limits.......-...----.-.---------] 73.0 | Bl 0 
26 | Rural delivery service _- Mags 4 ; : 95.0 | 0 | 0 
28 | 3d and 4th class post offices... .._- vat pte 51.8 0 0 
All other items..._.-.. straw = eothtel 5 271.5 21.7 
0 ae ical Ragsnie walt 392. 4 27.1 29.1 








1 Reimbursement being requested for civil service, documentary stamps and official messenger service 
(item 4 of legislative program). 


2 Reimbursement requested, H. R. 2506. 

The Cuatrman. Thank you for coming before us. 

Senator Scorr. Mr. Chairman, I notice his statement says “settle for 
all time.” I do not believe there is ever anything anywhere at any 
time that you can settle anything for all time. 

Senator Jenner. Things never stay the same. 

The CHatrman. We extended you the extra time, we kept inter- 
rupting you during your presentation and you were ‘answering ques- 


tions, so we thought it nothing but right to give you the additional 
time. 


Mr. Brawley. 


Mr. adalat Mr. Stans, I refer you to Mr. Summerfield’s state- 
ment, in which he says: 


It cannot overlook the fundamental fact that any undue financial privileges 
that it permits to be obtained by any one class of users at the expense of another 
class is an improper discrimination, and that any undue financial advantages 
for mail users in general are unfair to the taxpayers who must foot the bills. 


Do you agree with that statement ? 


Mr. Srans. Yes, I do. The emphasis on the word “undue” in both 
cases, 


Mr. Braw ey. Is this your last published report of the cost ascer- 
tainment system, marked 1955 ? 
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Mr. Srans. That is the last one that has been actually released. 

Mr. Brawutey. That is the last one that has been fully released. 
When will you release the report on 1956 ? 

Mr. Stans. We have released some of the tables in the 1956 report, 
I think in the last day or two. 

Mr. Brawutzey. They were just released recently ? 

Mr. Stans. That is correct. 

Mr. Brawtey. In other words, for counsel who wanted to study this 
oe this would be the only public document prepared by the 

ost Office Department which is enough in detail for that counsel to 
make a thorough study of the details, is that right ? 

Mr. Stans. I think, Mr. Brawley, we could have given you more 
information than is in that report of a more current nature. That 
was in compilation or in various phases of preparation at the time 
the council’s report was being prepared. 

Mr. Brawiey. How aon does it cost the Department to prepare 
this report annually ? 

Mr. Srans. I think the figures are about a million and a half dollars 
a year. 

Mr. Brawtey. What isit used for by the Department ? 

Mr. Srans. It is used to determine the relationship between the 
revenues and costs of the various classes of mail, for consideration of 
service charges and postage rates, and so forth. 

Mr. Brawiey. What was the advertised deficit in 1955 ? 

Mr. Srans. Of the Post Office Department ? 

Mr. Brawtey. Yes. 

Mr. Srans. The report deficit was $363 million. 

Mr. Brawtey. Three hundred sixty-three million dollars. As 
recapitulated on your page 109 of this published cost ascertainment 
report of 1955? 

r. Stans. That is correct. 

Mr. Brawtey. I draw your attention to special services, registry, 
certified mail, insurance, collect on delivery, special delivery, money 
orders, postal savings, and miscellaneous. You have in the recapitu- 
lation a column for total revenues, you have another for total ex- 
penditures, you have another for excess of expenditures over revenues, 
and excess of revenues over expenditures. 

Now, I think if you will check the council’s report in most cases 
they took your figures right out of the cost ascertainment report. 
That is where the figures were obtained to use in this report. 

It seems to me that the main differences between the two of us 
is the real definition for costs or public welfare, as you call it. You 
seem to build your item of $30 million on the basis of current charges. 

Now, let us take this one item of registry or certified mail. It 
cost you, you say, $292,000 and you received total revenues of $292,000. 
Tota] expenditures, $277,000—that is not a good one. Let us take 
another one. 

Collect on delivery of $16 million total revenues, $22 million total 
expenses. 

Now. what do you do with that excess $6 million ? 

Mr. Stans. We have been studying, Mr. Brawley, for the last year 
and working with representatives of the industry that deal in collect- 
on-delivery shipments, in an effort to simplify the service, simplify 
our paper procedures under it, and see what we could do to reduce 








ys 
y 
2 


eS 
rt. 


us 
ou 
es. 


00. 
ike 


tal 


ear 
ect- 
lify 


luce 


POSTAL POLICY 33 


the cost. If that does not bring that cost more closely in line with 
the charges we will have to increase the charges. 

Now, that is under full consideration, we have been working on 
it for a year. 

Mr. Brawtey. All right. Let us take the item “Free-in-county 
newspapers.” I think you say that the public welfare item there is 
$800,000. 

Mr, Srans. Yes, sir. 

Mr. Braw.ey. Yet your cost ascertainment system shows that the 
net loss to the Post Office Department is $13.3 million. 

The Cuarrman. That is his figure. 

Mr. Brawtey. Who would you say should pay the difference? Now, 
as I understand it—maybe I do not—you want this Post Office put 
on a pay-as-you-go basis. 

Mr. Stan. In total; yes, sir. 

Mr. Brawuey. Who do you want to pay? Who do you want to 
charge for this excessive cost that you are not collecting from the 
specific users of the mail ? 

Mr. Srans. We think, Mr. Brawley, that each class of mail ought 
to pay its fair share of the costs of its own handling and that that 
should result in the Post Office Department as a whole paying its way. 

Mr. Braw ey. In other words, then, you advocate placing a charge 
on county newspapers to collect the total $13.3 million ? 

Mr. Srans. No, sir; I have not advocated anything; but I think it 
might be a good time for Congress to take a look at whether the “free- 
in-county” privilege is really necessary any more. 

I believe that most of the country newspapers themselves would be 
willing to pay the regular county rates of postage. 

Mr. Brawtey. But you are not now advocating rates to recoup the 
$13 million cost? 

Mr. Srans. No, and if I did advocate any, of course, I would advo- 
cate only that they pay what any other county mail would pay under 
the rates in effect. 

Now, if those rates are too low I would certainly hope that Congress 
would take a look at them and increase them. 

Mr. Brawiey. How can you put the Department on a pay-as-you-go 
basis without putting enough charges on county newspapers to collect 
$13 million? 

Mr. Srans. I think that should be looked at as part of the question 
of raising second-class rates generally. My position, Mr. Brawley, 
very simply is that so long as second-class rates are as low as they are, 
that the subsidy to the weekly newspaper who can send his paper free 
in the county is the measure between that free service and the price 
he would pay if he were treated the same as any other publisher 
shipping mail within the county. 

The Cuarrman. Just to get into the record, what is the total revenue 
collected in second class ? 

Mr. Srans. May I ask Mr. Brawley to read the figure into the 
record? He has a copy of the report and I do not. 

The Cuarmman. That is the last one we have, that is what we have 
to go by, 1955. Remember this committee making this investigation 
was in 1955 and 1956. This is the latest report. 


Mr. Brawiey. Do you have a copy of the report—the Cost Ascer- 
tainment Report ? 
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The Cuatrman. I think you should read that and see just what it is. 


ae Stans. Second-class revenue in 1955 was approximately $65 
million. 


Senator Jenner. I did not hear that, Mr. Stans. 

Mr. Stans. Sixty-five million dollars. 

The Cuamman. What did it cost to run the second class in total 
expenditures ? 

Mr. Stans. The allocated cost of our expenditures to second class 
was $285 million. 

The Cuatrman. I was not far off then, 4 times 65 was not quite 
enough. 

Mr. Brawtery. Mr. Stans, I refer you to page 18 of the council 
report, another public-welfare item, the second of the three items listed 
there: loss on exempt publications, $46 million. What are “exempt 
publications,” Mr. Stans? 

Mr. Srans. They are publications of scientific, cultural, philan- 
thropical, educational, religious, labor, fraternal, and veterans’ organi- 
zations—eight categories of organizations incorporated not for profit. 

The Cuamman. Do you think they should pay their way? I do not. 
I want to get your statement, though. 

Mr. Stans. That depends, Mr. Chairman, on what you mean by 
“paying their way.” 

The Cuarrman. Pay the total cost of whatever it might cost to 
deliver whatever it happens to be. 

Mr. Stans. No, I do not. 

The Cuarrman. Who do you think should pay it? Do you think, 
then, that the Post Office Department should pay it or the general 
public? They are serving the general public. 

Mr. Srans. I think that should be done in two steps, Mr. Chairman. 

The Cuamman. That is what we are trying to get at here. 

Mr. Srans. I think the second-class rates ought to be looked at 
by the Congress and increased to what the Congress believes to be 
fair. I think then that any price concession given to these cate- 
gories of mailers in the public interest is a public welfare cost to the 
extent of the concession in price and that should be reimbursed to the 
Post Office out of the general funds of the Treasury each year. I am 
sure there is no—— 

The CuarrMan (interposing). We do not disagree along that line. 

Mr. Brawtry. How much of that do you think should be 

The Cuammawn (interposing). That is what we want to get at. 

Mr. Srans. I think it should be the figure in any statement which 
is approximately a couple of million dollars because that is all those 
publications would pay right now in additional postage if they paid 
what the publications issued for profit paid under second-class rates. 

Mr. Brawtey. What are you going to do with the other $44 million ? 

Mr. Srans. May I support my statement by reading to you from 
the Kelly Act (39 U. S. C. 793) which recites as a subsidy or a public 
welfare item the estimated difference between the postage revenue 
collected during the year on mailings of newspapers and periodicals 
published by and in the interest of religious, educational, scientific, 
philanthropic, fraternal, and labor organizations and that which 
would have been collected at zone rates of postage. 

Now, that is our position at the present time and in that sense it 
differs from the position of the council. 
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The Cuarmman. Then, too, if the Congress should decide in regard 
to the county newspapers being delivered within their county free, that 
is for the service of the public there, that is educational, is it not, to 
disseminate really the information to the people, to keep them in- 
formed. Is that not what it is? 

Mr. Srans. I think that is a fair statement of it; yes. 

The Cuatrman. Then it is a question whether or not the Post 
Office ought to pay all of that or it ought to come out of the general 
funds of the Treasury; is that not true? 

Mr. Srans. I think the question is 

The CuamMan (interposing). That is a debatable question, cer- 
tainly. 

Mr. Stans. Our belief is that to the extent that they get a concession 
from the price that they would pay if they were treated like any other 
mailer that that is a public welfare and there is no disagreement on 
that point. 

The Cuarrman. I will tell you, our whole Government, I find—I 
am on the Agriculture Committee. It might be news to some of you 
to know that it runs into millions and millions and millions of addi- 
tional aid to foreign countries that we are giving through the Agricul- 
ture Department and it is charged up to the CCC, and shows them a 
large deficit in the Agricultural Department when it reality it ought 
to be charged against another phase of our Government, such as for- 
eign aid. 

The same thing here, lots of charges are made against the Post 
Office Department. That is the reason we are having these hearings. 

Mr. Srans. Mr. Chairman, I do not believe there is any difference 
between me and Mr. Brawley or me and the council, except one of 
degree. It is the measurement of the items of which we are in dis- 
agreement. We agree that there are public-welfare items in the Post 
Office Department which should not be charged to the business or 
private users of the mails. We think those welfare items should be 
charged against the general funds of the Treasury and recognized as 
such. 

The Cuarrman. I can understand your difference of opinion and 
I do not think you will get two that will, if you would not get together, 
would not bring up a different report in regard to what the cost would 
be. 

Mr. Srans. The only confirmation I can give you, Mr. Chairman, 
of our point of view is the fact that the House committee held hear- 
ings on the bill, H. R. 5206, a couple of weeks ago, introduced by us, 
to identify the public-welfare items in the Post Office Department, 
and they voted out that in a manner which would identify those items 
at approximately $27 million a year, which is a figure that we believe 
they should be expressed at. 

The Cuatrman. Do you mean that is all the welfare that you find 
under this second-class, where there is a difference there of about $220 
million? I think it costs about $285 million or something like that, 
and it only pays $65 million. 

Mr. Srans. Mr. Chairman, if the rate is too low and ought to be 
increased that is not public welfare, that is the responsibility-— 

The CuatrMan. But it is a question of whether we are giving it to 
the public welfare at the present time, but the Post Office is paying it 
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all. That is what I am trying to say and actually I am trying to 
defend you ina way. Iam not criticizing you. 

Mr. Srans. I do not think we are in disagreement again, as I said, 
except in degree. It is our feeling, Mr. Chairman, and this is perhaps 
a complicated subject to bring in at this point, it is our feeling that 
second-class publications should pay more than they do, but they 
should not pay the full cost. 

Now, there are many reasons for that, one of which is that they do 
not get the same treatment that first-class mai] gets. We think there 
should be factors taken into account to recognize that first-class mail 
is a premium service; second-class and third-class mail are handled 
after first-class mail is on its way, and that, therefore, second-class 
should not pay its full cost. 

It is in the same nature as the night telegram or as compared with 
a telegram sent at full rate, or the same relationship as the cheap cuts 
of beef compared to the prime steak. We have made that illustration 
a number of times before this committee and others. We think that 
cost is only a starting point in fixing rates of postage. The cost figures 
ought to be modified by the Congress to take into account the differ- 
ences in the services that cannot be measured by cost accounting. 

There is no way of measuring the value of the priority that first- 
class mail gets by any accounting formula that I know, but in a rate- 
making function it is a proper factor to be taken into account. There 
is no way of measuring the fact that first-class mail is more valuable 
than a third-class circular, but we think that some things should be 
added to first-class cost and some things should be taken off of third- 
class costs in fixing rates of postages to recognize the fact that one 
is a preferred service of greater value, the other is a deferred service 
of lesser value. 

Now, that is the philosophy that we have expressed right along and 
I think that you will agree that that is the philosophy embodied in 
the postage-rate bill that the chairman introduced at our request. 

Mr. Brawzey. Mr. Stans, I think the difference is, I think we agree 
with some of the statements you have made, but there is a difference 
between $30 million and $392 million as stated in the Citizens’ 
Advisory Council’s policy report. 

Now, you have indicated that these are not the complete and true 
facts. What would you do with the difference? What would you 
do with the $48 million, for instance, in special services or some of the 
other items where exempt publications, you say, are $2 million and we 
say $46 million, but yet you want to put the Department on a complete 
pay-as-you-go basis? 

Now, to whom are you going to charge the excess in order to make 
up this difference ? 

Mr. Srans. Very simply, Mr. Brawley, if the public welfare items 
are determined by the Congress and measured and provision is set 
aside for the Post Office to be reimbursed for them, then all the other 
costs of the Department should be assessed against the users of the 
mails in order to accomplish a break-even postal system. 

Mr. Brawtey. But you say that is only $30 million. 

Mr. Srans. We say that is $30 million. The other items 

Mr. Brawtey (interposing). Are you going to raise the rates on 
special services to recoup $48 million ? 
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Mr. Srans. We are going to raise them substantially, I do not know 
whether we can raise them $48 million or not, but we are going to try. 

Mr. Brawtey. Suppose you only raise $20 million, what are you 
going to do with the other $28 million ? 

Mr. Stans. We think there is a factor that justifies in ratemaking 
also, perhaps they should not pay full cost, they are auxiliary service, 
they are accessories on the automobile—so to speak. We think they 
should be taken into account in connection with the mail services 
themselves. It would not be out of order, in our opinion, if these 
services lost a few million dollars for that to be assessed against the 
other classes of mails for having these services available. ; 

The Cuatrman. Going back to the second class again, $285 million 
expenses there to run second class, $65 million, of course, we collect. 
Who is it that does not pay ? 

Mr. Srans. I am not sure I understand your question, Mr. Chair- 
man. 

The Cuarrman. What makes that $220 million deficit ? 

Mr. Srans. Newspapers and magazines. 

The CuarrmMan. Newspapers na magazines ? 

Mr. Srans. Magazines being about two-thirds of it roughly, and 
newspapers about one-third. 

The Cuarrman. Two-thirds magazines. Do any of those magazines 
make a million-dollar profit a year ? 

Mr. Srans. I believe there are some; yes. 

The Cuatrman. And still they are not paying their full postal bill? 

Mr. Stans. We do not think they are paying enough postage. 

The Cuarrman. Is there any way to make these big newspapers and 
eegeeane that have a circulation of over 100,000 subscribers pay their 
wa 

Mr. Srans. I think, Mr. Chairman, that is a matter entirely in the 
hands of the Congress. 

The CHatrman. There has been a lot of talk recently, mainly by 
your department, on this subject. Do you think they ought to pay 
their full fare or do you think the taxpayers ought to pay for it 
through a 4 cent stamp tax? 

Mr. Srans. If we get to the point, Mr. Chairman, where second- 
class mail does not pay its proper share of the cost of being carried 
then I think the Congress should decide that that is a subsidy broadly 
to that. class of mail and we should be reimbursed for the amount of 
that subsidy. 

The Cuarmrman. Then, we are in a way subsidizing them, that is 
what it amounts to at the present time, of $220 million. Should the 
Post Office subsidize them or should the general public do that, being 
benefited by it? That is a question. ; 

Mr. Srans. I would like to tell you how we approached that in the 
Post Office Department a few years ago. 

We went before the committees of the House and the Senate in 1953 
on postage legislation and we presented the cost ascertainment report 
and got into the same kind of discussion about it as we are in today. 
We said at that time that first-class mail ought to pay more than its 
cost because it is a preferred service. The Congress traditionally all 
through the years has had first-class mail pay more than its direct cost, 
30 percent or more at the time the letter rate was increased from 2 
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to 8 cents. We also said that second-class ought to pay less than its 
cost. At that time some of the Members of the Congress said, “Well, 
why don’t you figure the arithmetic?” We said frankly we have not 
any figures as to what the arithmetic might be to take those factors 
into account. 

So, after the hearings, and late in 1953, we appointed a committee 
in the Post Office of career people from each of our bureaus who knew 
exactly how mail is handled from one end of the service to another 
in post offices and in transportation and we gave them the assign- 
ment of studying the handling of the mail and telling us of the priori- 
ties and preferments that first-class mail gets and airmail gets, the 
deferment that third-class mail and second-class mail gets and so 
forth and give us their evaluation of what effect that should have in 
the fixing of rates. 

That committee gave us a report early in 1954 and they said that 
they thought that third-class mail currently ought to be paying 75 
ee of its cost to handle and perhaps more later on, and that the 

ifference should be a discount of the costs or a reallocation of the 
costs on that class of mail because it does not get the same kind of 
service that first-class mail gets. 

The CuarrmaN. I agree with you that on preferential treatment— 
you should pay for that. You have to pay for that in everything else 
in life. I am not arguing with you about that. But I just want to 
know whether these deficits should be made up from the taxpayers 
or through higher rates. 

Mr. Stans. We agree, Mr. Chairman, but if you apply the formula 
that I have mentioned 

The Cuamman (interposing). I am not coming here to say we 
should apply the formula ; I am trying to find facts. 

Mr. Srans. I am just trying to say, Mr. Chairman, that I hope you 
will not think of there being a loss of $228 million in second-class mail 
in the sense that that is the amount of postage they should pay because 
that does not take into account the deferred service they get. 

Now, by our computation using the formula that we have they 
ought to pay $101 million more postage now or the difference should 
be considered as a subsidy. 

The Cuarrman. One hundred and one instead of 220 more? 

Mr. Stans. Right. 

The Cuarrman. But, it is hard to tell, that is a matter of just how 
much special treatment you think they ought to receive. If they 
receive that special treatment still somebody is going to have to pay 
that difference, too. 

Mr. Srans. Right, Mr. Chairman; and when we get into hearings 
on the rate matter I would be glad to outline for you the differences 
in treatment of the mails and how we arrived at that figures of $101 
million. 

The Cuarrman. Well, whenever we get down to the final analysis, 
we are not too far apart. Of course, we have a wide disagreement 
over the amounts to be used for public welfare. As you know the 
Congress will decide this question. 

Senator Cartson. Mr. Thedihene: it occurs to me that we get right 
down to the basis of this hearing, that is what is to be the policy of 
Congress as to how much we should say is a public service and how 
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much we should be requiring these people to pay. I think that is the 
important thing to say. 

Senator JmennER. You have got to associate your policy with the 
rates. 

Mr. Summerrietp. Mr. Chairman, first we of the Post Office De- 
partment are grateful to you for the opportunity of ae these 
problems this morning. I am sure it is quite apparent that there is 
not much difference of opinion of the members of this committee and 
those of us of the Post Office Department. I cannot tell you how 
deeply I feel about the importance of a very friendly relation and con- 
stant intimate contact between yourself and the members of this com- 
mittee and your staff and ours of the Post Office Department con- 
stantly from this point on, particularly, as we consider this very, very 
important question of policy and rates. 

I would not like to leave this meeting this morning without just 
trying to clarify for you, if I may, some of the questions that you 
stated in your statement, our position, and I do it in the most con- 
structive way. 

You have said, Mr. Chairman, that I came with a closed mind this 
morning. I am sure that after listening to the testimony that has 
already been given this morning that you realize, and as do other 
members of the committee, that we have worked night and day analyz- 
ing this thing on the basis of facts as we have them and submitted 
our philosophy. 

Now, about a statement of policy, to prove our good faith—if any 
proof of that is necessary—there 1s presently before this committee 
and the House committee a bill calling for the statement of policy 
and to suggest that our minds are closed, Mr. Chairman, is certainly 
in error because that statement of policy to be proposed is the result 
of endless hours of research and effort on the part of the House Com- 
mittee on Post Office and Civil Service, and we have placed in our 
proposed legislation for rates and policy the identical language of a 
congressional body charged with that responsibility. So, certainly we 
did not have any closed mind. That is a prerogative and a responsi- 
bility, of course, of the Congress of the United States. It is our 
responsibility, of course, to be as helpful as we can to inform the 
members of the respective committees having to do with Post Office 
matters of the Congress and the public as well. 

We have tried to do that. 

It is suggested here that we have no confidence in this committee. 
Well, certainly, Mr. Chairman, in the first instance we think it is 
perfectly proper that you asked others to sit as members of advisory 
councils to explain their point of view and make their objectives 
available to you and to the Post Office Department—perfectly proper. 
We are not certainly attempting to reflect in any way upon the right 
or the propriety of the action of yours and your committee in the 
selection of the advisory committee; however, we do have a responsi- 
bility to always keep the record clear, so one has to tell the facts as 
they appear on the records of the United States Government to the 

_ people of this country, and that is what we tried to do in this instance. 

Now, I just want you to know that we for 4 years have done every- 
thing that we can to better the fiscal situation existing in the Post 
Office Department which is alarming to all of us, including yourself, 
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Mr. Chairman. I know of no one who has taken a more active part 
at the moment in trying to reduce this national budget of $71 billion 
and I know that you are quite conscious of the fact that unless the 
rate increase that we have asked for is passed, whatever amount we 
fail to pass will have to be added to the $71.8-billion budget that the 
administration has presented to the Congress. I know your deep 
concern in that matter. 

Now, for 4 years we have tried to bring our budget into balance, 
to improve the service, and to be fair to our employees, and they have 
done a very creditable job. We are very proud of the record. We 
have done our part. 

I would like to just refer to a chart for a second so that you can 
see why we feel we have been very sincere and very effective in what 
we have been able to do with the help of Congress. 


ANNUAL POSTAL DEFICITS (in milions ) 


NEWLY ADDED COSTS * 





FISCAL YEAR BASIC DEFICIT ALY el 61 












1952 $720 . 

1953 650 

1954 399 

1955 363 

1956 464 
estimate 1957 515 
suocsT 1958 


* FOR 1958 THESE ADDED ITEMS ARE: *= THIS DEFICIT DOES NOT 

_ PAY INCREASES. __. ie ce ae ay ak ee INCLUDE PENDING RAIL 

‘EMPLOYEE FRINGE BENEFITS.......... 59 RATE INCREASES, FURTHER 
RETIREMENT FUND CONTRIBUTIONS . . 132 EMPLOYEE PAY INCREASES 
INCREASE IN CAPITAL EXPENDITURES OVER 1952 ..47 OR FRINGE BENEFITS, AND 
RAIL RATE INCREASE 1953. ....... 28 THE DEPARTMENT'S FACILITIES 


--== MODERNIZATION PROGRAM 
PRR! iS ak ae ay 


In 1952, Mr. Chairman, the deficit of the Department was $720 
million; in 1953, $625 million. Now, if you will notice all the way 
down to the bottom, the deficit would have been in 1958 $178 million, 
on a comparable basis of 1952. That is as a result of a number of 
things, not all, but the transfer of some of these so-called other items 
that have been discussed here this morning to the proper areas of 
responsibility. 

For instance, the subsidy of the airlines now being paid by the 
CAB as it properly should after having an appropriation from the 
Congress. 

So, at the bottom there, you will see an item of $473 million which 
makes up the costs that have been added to the Department’s expense 
over which we have had no control with the exception of that $47 mil- 
lion which we have had some influence over because that is for capital 
expenditures for long-deferred maintenance of many buildings. 
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While we have been reducing the operating costs and increasing the 
efficiency of the Department since 1952, from $720 million to $178 
million in 1958, there has been added by the way of expenses to the 
Department $473 million during that same period, without, Mr. 
Chairman, the Congress making available to the Department addi- 
tional revenue to compensate for those increases. ’ 

The CuatrmMan. You mean that is all the deficit you are going to 
have at the end of 1956-57 ? 

Senator Jenner. Six hundred fifty-one million. 

Mr. Summerrretp. We will have $651 million because in the last 
column the effect of the added costs over which the Department has 
had no control have been considered, so instead of having $178 million 
in deficit we will have a $651 million deficit. 

Now, that has not been done only by the genius and dedicated efforts 
of the people in the Post Office Department. We have also had a 
great deal of counsel and help and aid from the Congress of the 
United States. 

However, the Congress has failed to recognize these increases in 
cost that the Congress itself, and properly so, has added to our ex- 
penses, and they have failed to give us these rate increases. 

Now, all we want, Mr. Chairman and members of this committee, 
is to put this Post Office Department on the kind of a basis that it 
always was up until the last 10 years, on practically a self-sustaining 
basis. We want no hardship passed on unduly to any segment of our 
economy, be it large or be it small. As far as the statement of policy, 
I am sure you all recognize that after 4 years now we are still trying 
to get a clarification and added revenue for the Department. That 
certainly does not indicate any lack of interest on our part or lack of 
appreciation of the facts as they are. We have tried diligently within 
the limits of which we are able to present this picture constantly and 
continuously, always trying to keep the record straight because every- 
one, of course, does not agree that the Post Office should not lose any 
amount and, of course, I hasten to say that those that claim the rates 
are too high on second-class, the rates are too high already on third- 
class, if the premise on which they base their opinions and statements 
were true and carried through to the ultimate then they would be given 
free service and there would be no charge at all. 

So, we are here today trying once again to get this committee to con- 
sider both our recommendations for statements of policy which we, sir, 
asked you to introduce, and which you did together with Senator 
Carlson, together with the reasonable adjustment of rates upward. 
We have no pride of authorship, no claim for the exact answer to any 
one of these figures; that is the prerogative, of course, of the Congress, 
and we respect that fully and completely. But we do want to, and we 
have tried to present these figures to you honestly and without bias. 
Any reflections that you may have had as a result of my press state- 
ment the other day that we were criticizing this committee, certainly, 
sir, they were not so intended but merely to keep the record straight 
at the same time. We all know the value of sometimes getting the 
wrong impression, it is awfully hard to correct an erroneous impres- 
sion, and I hope, Mr. Chairman, that this committee can continue as 
we have this morning until such time as both these questions have been 
resolved and the Congress has had an opportunity to work its will. 
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You have been very helpful to me and I want to say to you that our 
contacts with you, sir, of the last few months and the last few weeks 
pene, which have been much more constant than previously, 

ave been very helpful and very encouraging to us. 

Thank you. 

The Cuarmman. The Congress has never decided on a postal policy. 
It has been a piecemeal job heretofore. We hope to settle this question 
once and for all. 

Mr. Sumerrretp. It is ours, sir. We would really like to get on 
with the job of running the Post Office without having to spend the 
endless hours or the efforts of people whose genius could og be used 
to more advantageous purposes in the improvement of the mail 
service and increasing the efficiency for the people of the country. 
This is anything but a pleasant chore for us to continuously year after 
year ask for these badly overdue adjustments. 

The Cuamman. In a few days your mail is going to be flooded, the 
Internal Revenue will flood it in regards to the collecting of taxes. 
You will be collecting taxes for the Internal Revenue Department 
and you will be doing that free of charge, no doubt. 

Mr. Stans. We get paid for that. 

Mr. Brawtey. Mr. Summerfield, let me get the record a little 
clearer on this chart that you are referring to. 

I think you made a very fine statement, but I would like to have 
the record show that you started in 1952 with a deficit of $720 million ; 
in 1953, $625 million. Now, how much of the further reduction is due 
to rate increases approved and passed by the Congress? 

Mr. SummerrierD. It is in my statement, and I am happy to submit 
it to the record, that I submitted to the House on the rate discussion. 
The reason I did not submit it this morning was because I was recog- 
nizing the chairman’s wish and request that we confine our statement 
to the policy. 

Mr. Brawtey. Is it fairly close to $200 million? 

Mr. Stans. May I have the question again, please? 

Mr. Brawtry. Starting with the figure $625 million in 1953, and 
working toward 1956, how much of that reduction shown on that chart 
is the result of rate increases passed and approved by the Congress? 

Mr. Srans. Practically nothing, Mr. Brawley. The only rate 
increases that took place at all were actually enacted in 1951, and they 
were for a few million dollars in several of those years on second-class 
increases as second-class mail as a result of a 10 percent a year increase. 

Mr. Brawiey. When did your $160 million increase in parcel post 
go into effect? 

_ Mr. Srans. The increase in parcel post was on in 1953. Now, that 
was Department action and approval of the ICC. 

Mr. Brawiey. That was action taken prior to 1953 that went into 
effect in 1953? 

Mr. Srans. Prior to and during 1953; yes. 

Mr. Brawiey. And how much is that, $160 million ? 

Mr. Srans. I think the $150 million is closer. 

Mr. Brawtey. How about the authorization for you to increase cer- 
tain mail rates yourselves? 

Mr. Srans. We did some of that. We increased foreign mail rates 
and some other charges in 1953. 
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Mr. Brawtey. So, at least $200 million or maybe $225 million of 
that reduction is due to increased rates? 

Mr. Stans. Yes. I would say approximately $200 million, a little 
less than that. 

Mr. Braw.ey. And another $80 million transfer of airline sub- 
sidy to the CAB? 

Mr. Srans. Well, the figure seems to be $70 million. 

Mr. Brawtery. Seventy million. 

Mr. SumMMERFIELD. It is interesting to note there that the subsidies 
required for the airlines since then have been materially reduced since 
the Congress has had the power of appropriating. 

Mr. Brawtey. Then, there is about $35 million for penalty and 
frank mail reimbursement, is there not? 

Mr. Srans. A little larger, about $37 million including registry. 

Mr. Brawtey. So, actually a total of almost pretty close to $300 
million, right ? 

Mr. Srans. Yes, bookkeeping transactions and increased rates. 

Mr. SumMerrievp. If you will note the difference between 720 and 
178 is about half a billion dollars a year. So, I submit, Mr. Chairman 
and members of the committee, we have been doing our homework. 

Mr. Brawiey. Mr. Chairmam, there are many, many questions that 
I think should be asked of the Postmaster General and the Deputy. 
I suggest we hold this open and have them back at the end of the 
hearings for further questions as they develop. 

The Cuarrman. They will be back. 

Senator Cartson I think, Mr. Chairman, we have gotten some very 
helpful information. 

Senator Jenner. It has been very constructive, Mr. Chairman. It 
has been a very constructive hearing. 

The Cuarrman. We appreciate your coming over. 

The committee is adjourned. 

(Thereupon, at 12:20 p. m., the subcommittee was adjourned.) 
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WEDNESDAY, APRIL 10, 1957 


Untrep Srates SENATE, 
ComMMITreEE ON Post Orrice AND Civit SERVICE, 
SUBCOMMITTEE ON Postat Poxicy, 
Washington, D. C. 

The committee met, pursuant to notice, at 10:35 a. m., in room 135, 
Senate Office Building, Washington, D. C., the Honorable Olin D. 
Johnston, chairman, presiding. 

Present: Senators Johnston (chairman of the committee), Scott, 
Carlson, Martin, and Morton. 

Also present: H. W. Brawley, executive director; Frank A. Paschal, 
staff member. 

The Cuarrman. The committee will come to order. 

Our first witness this morning is Mr. David Brumbaugh. 

Mr. Brawtey. Mr. Chairman, I think the record should show that 
the committee invited two witnesses this morning, Mr. Dave Brum- 
baugh to represent Time-Life, and also Mr. Coleman who is president 
of the Chamber of Commerce. I think we should place in the record 
the telegram to Mr. Coleman and his reply regretting that he could 
not come because of prior commitments and stating that he would like 
to come at a later date. Therefore, the only witness we have this 
morning is Mr. Brumbaugh, who I think has Mr. Ingels with him. 

Mr. Brumpaucu. May I have Mr. Ingels sit with me and assist me 
in this, sir? 

The CuHarrman. We are always glad to have you bring your com- 
plete staff with you. 

The telegram inviting Mr. Coleman to testify and his reply thereto 
will be incorporated into the record at this point. 

(The documents referred to are as follows:) 

Mr. Joun 8S. COLEMAN, 


President, United States Chamber of Commerce, 
The Burroughs Corp., Detroit, Mich. 

The Senate Post Office and Civil Service Committee would like to have you 
appear before it in room 135, Senate Office Building, at 11 a. m., Wednesday, 
April 10, to present your views on the report, the Post Office As a Public Service, 
recently submitted to the committee by a seven-man citizens’ advisory council. 
In view of your testimony on several occasions before the House Post Office 
and Civil Service Committee, this committee desires very much to have the 
benefit of your views on this subject. 


H. W. Brawl Ley. 
H. W. BrRaw Ley, 


Executive Director, Senate Post Office and Civil Service Committee, 
Senate Office Building, Washington, D. C.: 


Regret my schedule will not permit appearance before committee to discuss 
report of citizen’s advisory council on Wednesday, April 10. I have not had 
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opportunity to study this report and question whether I could make a contribu- 
tion to your studies at this time. I hope to have the opportunity to appear 
before your committee when it considers the question of postal legislation as 
witness for the Chamber of Commerce of the United States. 


JOHN 8S. COLEMAN. 


Senator Cartson. Mr. Chairman, I would like to state for the 
record that Mr. Jenner will not be here this morning. He called me 
and stated that it was necessary that he attend a meeting of the Fi- 
nance Committee this morning and wanted the record to show so, 
and I regret, too, that I had to leave a Finance Committee meeting 


but I thought this was more important, so I am going to be with you 
this morning. 


The Cuatrman. Fine. Senator Jenner, like myself, had a couple 
of other committees meeting. 

Senator Cartson. As I understand it, Mr. Chairman, from our 
original and first meeting in which we decided to hold these meetings 
other members of the full committee are welcome. 

The Cuatrman. Absolutely. Any member of the full committee 
is welcome at all times to any meeting of a subcommittee. 

Senator Martin. I received a very kind invitation from the chair- 
man to be here, that accounts for my presence. I appreciate it. 

The Cuatrman. I have here an article from the Journal of Com- 
merce for Friday, March 15, 1957, that is along this same line which 


I think is very good. That will be inserted in the record at this 
oint. 


(The article referred to is as follows :) 


[The Journal of Commerce and Commercial, March 15, 1957] 
THe Horse BEFORE THE CART 


All too often, when politics and the conduct of government affairs clash, is- 
sues are decided by a cart-before-the-horse approach. It is a welcome change, 
therefore, that the Senate Post Office Committee under the chairmanship of 
Senator Olin Johnston, has made it quite clear, that in handling this year’s 
episode in the battle over the Post Office deficit, will insist on a horse-before- 
the-cart approach. 

It has made it clear that, in its opinion, any decision on specific postal rate 
changes must be preceded by a clarification and codification of Post Office 
policy. 

The big question, then, is whether the Post Office Department is a business or 
a service. 

This is a sound approach and one that may yield some startling findings. 

If the Post Office Department really were to be run as a business, it will 
quickly be discovered that its budget, on the expenditures side, contains a num- 
ber of items that have nothing to do with running a business because they are 
charitable expenditures, either in the true sense or in a political sense. 

Nobody will find any quarrel with the free services rendered for the blind, 
which represent only an insignificant item, anyway. Yet, total services classi- 
fied as welfare services do amount to an annual figure of $28 million. They 
include such items as the handling of savings bond sales that should not be 
discouraged and the business in documentary stamps. 

When it comes to the category of political charities, the figures involved 
are higher. One big item here is the conduct of third and fourth class post 
offices. 

There are approximately 29,000 third and fourth class post offices in the 
country whose expenditures for salaries alone exceed postal receipts. 

Many of them, over the years, have become valuable political plums; in some 
scattered instances their only function seems to be to serve as a meeting place 
for the community. And yet, wouldn’t it be rather unfair to overlook that 
these post offices were established principally as a service to the people resid- 
ing in small communities? 
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These examples show that the basic decision which the Senate Post Office 
Committee has to make is not an easy one. The House of Representatives, in 
the Post Office Department bill it passed last year, could not come up with 
anything better than the ambiguous declaration that “the postal establishment 
should be operated in a businesslike manner but clearly is not a commercial 
enterprise conducted for profit.” 

This declaration is not good enough. It begs the real question. 

If the Post Office Department is to be run as a business, the immediate 
question is what to do about its nonpostal burdens and its loss departments. 

The Treasury apparently is ready to pay for welfare services rendered by 
the Post Office Department. 

Far more important is the problem of what is to be done with those postal 
services that are the deepest in the red and, by their very nature, would be 
priced out of existence if they were to carry their share of the Department’s 
total expenditures. 

It is true enough that a business enterprise cannot expect to make a profit 
on every item coming off its production line where the maintenance of a com- 
plete line of products is essential. Nevertheless, when it comes to the necessity 
of paring down expenses in order to stay solvent, the only businesslike approach 
is to cut or eliminate such activities that are chiefly responsible for the losses 
and that clearly can never be placed on a paying basis. 

It would be complete folly to raise the income from the profitable sectors of 
the business to the point where they would support the whole operation. 

Strange as it may seem to many bureaucrats or politicians, the law of dimin- 
ishing return applies to the Post Office Department and the establishment of tax 
rates just as it does in private business. As a matter of fact, it is one of the 
basic economic laws in a free enterprise economy. 

Before the Congress rules that the Post Office Department is to be run as a 
business, it had better give some serious thought as to which of its current 
functions should be discontinued. Otherwise, it may kill the goose that lays 
the golden egg—meaning, of course, the profitable post office services. 

But if the Post Office Department is to remain largely a service, then let 
us stop the foolishness of trying to put the whole operation on a break-even 
basis by overpricing the sound post office services that play an important role in 
keeping the economy running smoothly. 


The CuarrmMan. Our first witness this morning is Mr. Brumbaugh 
f rm + 5 S 
from Time, Inc. You may proceed, Mr. Brumbaugh. 


STATEMENT OF DAVID W. BRUMBAUGH, VICE PRESIDENT IN 
CHARGE OF PRODUCTION AND DISTRIBUTION OF TIME, INC.; 


ACCOMPANIED BY EVAN S. INGELS, ASSISTANT PRODUCTION 
MANAGER, TIME, INC. 


Mr. Brumspaueu. Thank you, Mr. Chairman. 

My name is David W. Brumbaugh. I am a vice president in 
charge of production and distribution of Time, Inc., which pub- 
lishes Time, the weekly news magazine, Life, Fortune, Sports Illus- 
trated, House and Home, Architectural Forum, and various foreign 
editions of Time and Life. 

Mr. Chairman, may I ask you about the time schedule here this 
morning? I apologize that my statement is rather lengthy. 

The Cuamman. In that you are the only witness we have because 
the other witness notified us he could not be here—we would like to 
get through as quickly as we can; we do not want to just string it 
out: but you are lucky this morning. Many times we are confronted 
with quite a few witnesses. 

Mr. Brumsavucu. You did not have in mind, for example, to stop 
promptly at 12 o’clock necessarily ? 

The CHarrMAn. Will you take until 12? 
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Mr. Brumsaven. I expect that my presentation, if I proceed, would 
take an hour. 

The Cuarrman. Go ahead and proceed. 

Mr. Brumpavuen. Fine. Tha ou, sir. 

Last summer when I appeared before your Senate subcommittee, 
I was extended the courtesy of being allowed to complete my state- 
ment without interruption. Because once again I have here a com- 
plicated subject which needs continuity of presentation, I would ap- 
preciate this courtesy to the extent which you deem appropriate. 
After I have finished I shall, of course, be glad to answer questions 
which you may care to ask. 

The task before you at this time is to accumulate the proper facts 
from which, in your wisdom and judgment, you will be able to develop 
an affirmative policy with respect to dapat activities, revenues, and 
expenses in order to guide the Congress in the determination and 
adjustment of the postal rate structure. 

I think it is altogether pertinent to note that it has only been in 
very recent years that such a general demand for a new postal policy 
determination has been raised. 

The Congress has historically enacted postal rate legislation in a 
manner which has enabled the publishing industry, small and large 
alike, to carry on its business in a reasonable manner under a fairly 
well-recognized and consistently applied congressional ratemaking 
policy—a policy which is intended to implement the dissemination of 
news, information, and educational material throughout the country. 
Despite that consistent record, the provisions of H. R. 11380 called for 
second-class rate increases, based on weight of publications, accu- 
mulating to 28 percent on reading matter and 120 percent on adver- 
tising matter in a period of 5 years—rate provisions entirely out of 
context with historical rate adjustments of the past. 

It also contained a postal policy declaration which we believe was 
inconsistent with the rate bill itself. We can only conclude that such 
drastic rate provisions and the policy adopted by the House resulted 
from various unrefuted statements made before the Post Office Com- 
mittees of the Congress. 

These statements created an impression that large magazines and 
large volumes of advertising in magazines are primarily responsible 
for the loss in handling second-class mail. It is to factual misstate- 
ments and the type of ratemaking philosophy resulting therefrom 
that I address myself. 

I would like to make it very clear that I do not appear before you 
to attack or to implicate any second-class user or group of users. 
Rather, I appear here to rationally analyze the second-class rate 
structure in order to clarify the record. We believe in the historical 
precedent of the rate structure which has provided extremely low 
rates on reading matter. However, we think that those responsible 
for postal ratemaking should have available to them the figures which 
clearly show the benefits as they relate to various second-class users. 
Finally, we think that they should understand that the revenues re- 
ceived from certain types of publications exceed the out-of-pocket 
costs of handling those publications. This is true in the case of Life. 

Our analysis of the second-class postal cost problem and rate 
problem incorporates the results of a 4-year intensive study by mem- 
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bers of our staff and by distinguished consultants. This analysis 
points out important fallacies in many of the impressions and figures 
previously supplied to the Congress. We give you our findings in the 
spirit that this is what you expect of responsible business organiza- 
tions and in the spirit that from the true facts you will derive sound 
ultimate conclusions. We emphasize the facts because no one can 
afford to be wrong or outmoded or biased in the formulation of future 
olicy. 

. Each of you, of course, knows that as far back as 1879 the Congress 
created second-class matter as a special mail classification. It is crystal 
clear, and no one denies, that the Congress has consistently for the 
many decades since that date maintained that second-class matter is 
entitled to receive special rate consideration in order to facilitate the 
dissemination of news, information, and educational material. This 
policy has been and continues to be of vital importance to our country. 
The fact that the people of the United States constitute the greatest 
reading public the world has ever known is one of the truly distinct 
bastions of strength which we possess in the war of ideologies now 
being waged by the peoples of this world. This cardinal principle is 
so well established that I do not pause to discuss it further. 

One of the most important reasons for a declaration of postal policy 
now is the increasing deficit in the second-class mail which stems from 
increased unit costs of running the postal establishment. However, 
the Congress cannot adopt sound postal policy or rates without a 
sound analysis of the true causes of the deficit. 

We believe that from the only sound analysis possible will emerge 
the true need for low postal rates for many publications which per- 
form a necessary public service. We believe that the proper analysis 
will show that drastic rate increases based on the present rate structure 
are completely unjustified and that congressional policy should recog- 
nize this condition as a proper public service. We believe the Congress 
has accepted the philosophy that no user or group of users should be 
forced to provide additional revenues to make up for an intended 
public service related to another user or group of users. 

Proper analysis shows how this basic philosophy should be applied 
to second-class mail. Let me highlight for you in a few short sentences 
the salient factual results coming from our analysis. 

As I demonstrated to this committee last summer, figures given by 
the Post Office Department to Representative Moss in 1953 stating that 
Life lost $8,604,000 a year for the post office were wrong by a very 
Jarge margin. In fact, when corrected and when adjusted by the 
post-office formula for special rate consideration, based on out-of- 
pocket cost estimates, the figures show that Life actually makes a profit 
for the post office. 

When we apply the post-office cost formulas to Life, it is clearly 
evident that the post office is better off with the advertising carried in 
Life than it would be without advertising. In other words, the post 
office makes money on Life advertising at present postal rates. 

When we apply the post-office cost formulas to other users of 
second-class mail, we are able to show where the deficit really occurs. 
It comes about as a result of the rate structure, which is based almost 
entirely on weight, whereas postal costs are incurred largely by the 
sortation and handling of pieces of mail. The deficit comes in han- 
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dling small, light items which pay only a fraction of a cent per piece. 
And again I would like to be very clear that we are not attacking 
this proper rate structure which benefits small lightweight items. 

When we properly analyze the various subgroups of second-class 
mail as segregated by the post office, we are able to approximate the 
true public-service costs attributable to-each subgroup. Of equal 
importance, we are able to show the untenable results of rate changes 
previously before the committees of Congress. 

It seems to me that these four findings, if accepted by this com- 
mittee, would affect your consideration of postal policy and of postal 
ratemaking. 

Costs should be set in a broad frame of reference. 

Before describing the results of our findings, I would like to re- 
state briefly to this committee a few considerations which seem to me 
to be most basic and most important in considering postal matters. 
There should be little disagreement about them even though there 
has been some confusion in the past. 

It is commonplace in American business and public life today to 
sell various goods and services having similar costs at widely differing 
prices. Identical goods and services are also sold to different classes 
of customers at differing prices. Cost is only one element in setting 
prices. If costs were the only yardstick, for example, electricity prices 
would often be relatively the same for a private home as for an indus- 
trial user per kilowatt-hour. We know in fact they are not. The 
same holds true in railroad transportation and in countless items both 
of public service and of private industry. Such rates are, naturally, 
arrived at after exhaustive study of many complex considerations, 
only one of which is cost. 

When costs are being considered, the difficult question usually arises 
as to what is the cost in a given case. Thus, accountants constantly 
strive to make available accurate and true costs. In cases where ad- 
ditional products or services have become a part of an existing oper- 
ation, or are forced to use more costly facilities than they would ordi- 
narily use by themselves, or for any other reason, such as value of 
service, value of product, or priority of service, should receive spe- 
cial rate consideration, they have devised the concept of out-of-pocket 
cost accounting in order to isolate the specific additional costs attrib- 
utable to the products or services. Under this concept, out-of- 
pocket costs are identified as the expenses which would not be in- 
curred if an additional product or service were not handled. Such 
ratemaking bodies as the Interstate Commerce Commission have for 
a long time used this concept. 

The Post Office Department accepts the principles of out-of-pocket 
costs. 

It is interesting to note that the Post Office Department has many 
times used out-of-pocket cost data in securing low-cost transportation 
rates for mail from the ICC—it recognized the principle when it had 
to do the paying. 

On the other hand, the Post Office, well acquainted with out-of- 
pocket costs in buying services, has not until recently given any weight 
to out-of-pocket costs in connection with making rates for the services 
which it sells. In the past only full costs or fully distributed costs— 
which include out-of-pocket plus fixed expenses—have been empha- 
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sized by postal officials. Unfortunately even now, the amount of 
data available on out-of-pocket costs is extremely limited. Conse- 
quently, in discussing costs one can only start with the detailed fig- 
ures of the Post Office, which for lack of a better term, we will 
call straight cost-accounting figures, and adjust them in the most 
reasonable manner possible in talking about out-of-pocket costs. 
This fact should not in the future, as it may have in the past, blind 
those concerned with costs and ratemaking to the importance of other 
figures than those produced by straight cost-accounting methods. 

The Post Office has in recent years roughly estimated its out-of- 
pocket costs on second-class mail at about $95 million. Mr. Stans, 
in 1953, unofficially revised this upward to about $140 million, At 
about the same time, the report of Price, Waterhouse & Co. to the 
Carlson committee placed it at $107 million. Taking the highest of 
these figures, we find it is just under 50 percent of the total expense 
assigned to second-class mail on a straight cost-accounting basis. 

While postal representatives still officially object to applying out-of- 
pocket principles to second-class mail, it is pertinent to note that in the 
1955 cost ascertainment report, for the first time in history, the Post 
Office deducts just exactly 50 percent from the total second-class costs 
for the purpose of reflecting factors of “value of priority, value of 
service, and intrinsic value” of the items named. ‘These are precisely 
the reasons for granting out-of-pocket cost consideration to goods and 
services in industry and transportation. 

In addition, and basic to this consideration, is the congressional 
policy that second-class matter is entitled to special rate consideration 
in order to facilitate the disseminations of news, information, and 
educational material. 

We think much progress has been made through the acceptance of 
this sound concept. 

May I summarize that briefly with a few charts. 


The key to proper consideration of second class rates 
is Out-of-Pocket Costs | 
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The key to proper consideration of second-class rates is out-of- 
pocket costs. Basic and consistent policy is the dissemination of 
news, information, and educational material has produced for the 
United States of America the greatest reading public the world has 
ever known—an objective of the most vital importance—well imple- 
mented by consistent rate policies. 

The Post Office ratemaking reasons: The Post Office Department 

says these considerations alone warrant rates equal to out-of-pocket 
costs. The value of priority, the value of service, the intrinsic value. 

Letters receive priority—second- and third-class wait their turn. 

Costly facilities are demanded for first-class mail. If the Post 
Office carries the second and third class only many of these costs of 
facilities would not have to be located at the same place that they are 
now located. 

The key to proper consideration of second-class rates is out-of- 
pocket costs; used by private industry and transportation; used by 
the Post Office Department when it buys; recommended by the Post 
Office Department in the 1955 cost ascertainment report. 

The CuarrmaN. Is there a better word we can use than out-of-pocket 
to get it across to the public just what you mean by out-of-pocket ? 

Mr. BrumpaveHu. Is there another word you can use? 

The Cuarmman. Another phrase or something that you could use 
to the general public? You see what Iam driving at. I think, prob- 
ably that should be clarified to the general public. Out-of-pocket 
cost might be a little confusing to them. 

Mr. Brumeaven. It is a difficult concept, I am sure, to get over to 
people who are not accountants. 

The Cuarrman. That is what we want to do. 

Mr. Brumpavueu. I think perhaps the nearest I can say it is addi- 
tional costs that you incur for handling a separate item on top of your 
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regular or other business: it is the additional money that you have to 
spend in order to handle that item. 

The Cuairman. But it could be classified then as service rendered 
by the Post Office beyond its scope of just delivering the mail ? 

Mr. BruMBavueGuH. Beyond its obligations with respect to first-class 
mail, and so forth. 

The Cuarrman. Of course, when the post office was first started it 
was just to be a mail delivery, which was first class; but we have 
gradually gotten into these other fields which are service to the public. 

Mr. Brumpaven. An additional service. 

The Cuatrman. An additional service. 

Mr. Brumpaveu. Yes, sir; I think that is sound. 

Senator Cartson. I think, Mr. Brumbaugh, that you can well afford 
to spend some time on this point. I think the chairman has brought 
out a point here now that is going to be very important in this hearing 
and any decision that we decide to make. 

The paragraph that you just read shows how difficult it is to arrive 
at some decision on that. You say that the post office has in recent 
years roughly estimated its out- of- eee costs on second class at 
about 95 million; Mr, Stans, in 1953 , unofficially revised this upward 
to 140 million; and about the same time Price, Waterhouse reported it 
about 107 million, so you notice a great difference of opinion on this 
item, and that is one of the things we are going to have to work on. 
I would urge you to get this down to simple terms, so not only the 
committee but the country can understand it. 

Mr. Brumpavuen. Yes. Well, it is one of a number of things I am 
trying to cover here. 

I think, however, that in the later charts which I have with respect 
to particular subdivisions of second-class mail that perhaps that con- 
cept will be made even clearer. 

Of course, in my figuring I have taken the post-offices figure which 
is the largest of those three figures mentioned, so perhaps ‘the out-of- 
pocket costs should be even smaller than the figures which I have used. 

Senator Cartson. Are you going to use the 95 million that the 
Department uses or the 140 that Mr. Stans suggested 

Mr. Brumpaven. I have used the 140 which is approximately 50 
percent of the total fully allocated cost to that classification. 

Handling pieces of mail is dominant post-office cost factor. 

Now, let us set up a frame of reference for considering second-class 
costs. The cost-ascertainment system indicates that, although the ac- 
tual transportation cost per piece of mail varies considerably between 
first-, second-, and third-class matter, the transportation cost is a 
comparatively small part of the total cost in each of these categories. 

Exhibit A shows the total costs of first-, second-, and third-class 
mail and the breakdown of this between transportation costs and han- 
dling costs. Also, it shows the cost per piece both for transportation 
and for handling these classes of mail. 
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Exursit A.—Andlysis of United States postal expenditures, fiscal year 1955 





Ist class 














| | 
2d class | 3d class 
| 
in lated aia fealty Sp Stnnebanes 
Total expenses... Siatpcasel stekt i _.--------} $905,517,191 | $304,967,419 | $441, 514, 212 
Preteens gy oii ls 28 oo 5 gs ecb iced (61, 373, 467) | (61, 117, 901)) (32, 071, 384) 
Miscellaneous adjustments__-_......-.......-------- (6, 449, 879) | (1, 422, 707) | (3, 157, 049) 
ee na. se bat dabasvendackeee 837, 693, 845 | 242, 426, 811 | 406, 285, 77 
Deitel pee ce 26}, wd S86 < oplcdag damwsnee cdatilandnnn ne ooh Sy SE NOUTE | 6, 825, 064, 901 15, 049, 722, 044 
Cents 
7 ee ORs OE ND hn on beh ennoeten ee a 3. 131 4. 447 2. 912 
Less transportation cost per piece___.....--.-- njhedeiliil te . 214 895 . 213 


Handling cost per piece. ............---..-..-.---- 2.917 3. 552 2. 699 





) Excluding miscellaneous adjustments. 
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From these figures it is clear that the overwhelming majority of 
post-office expenditures is for the collection, for the sortation or filing, 
and for the delivery of pieces of mail. Although we know that weight 
is a cost factor and is taken into account in the cost accounting of 
the post office, it is likewise clear that the cost of postal operations 
is dependent primarily upon the number of pieces of mail handled 
rather than upon the weight of mail handled. The per piece costs 
for the handling of first-class mail is stated at about 2.9 cents a 
piece, of second-class mail is stated at about 3.6 cents, and of third- 
class mail is stated at about 2.7 cents. 

Exhibit A also shows in chart form the fact that handling costs 
vary only slightly between these classes of mail, although the weight 
varies tremendously. This is a remarkably consistent pattern which 
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supports an obviously broad generalization. We do know, of course, 
that many of the largest users of second- and third-class mail prepare 
their material in such a way as to substantially cut down on the filing 
and sortation required, which tends to offset some of the weight 
factors involved. 

Again, let me caution you that the above are straight cost-accounting 
figures, not out-of-pocket costs. 

These are figures for first-, second-, and third-class mail for the year 
1955, the latest cost-ascertainment report available for our study. 

The handling cost per piece stated in that report are for the first- 
class mail, 2.9 cents; for second-class mail, 3.6 cents; and for third- 
class mail, 2.7 cents per piece. While the weight per piece is about 
one-half an ounce in first-class mail, a little over 6 ounces on the 
average in second-class mail, and about 1 ounce in third-class mail; 
thus, we see that the variance in cost is only from 2.9 to 3.6 cents a 
piece from first to second class, whereas, the weight in second-class 
mail averages about 12 times what it averages in first-class mail. 

Senator Cartson. I take it, Mr. Brumbaugh—may I break in here, 
Mr. Chairman ? 

The Cuarmrman. Go right ahead. 

Senator Cartson. I take it, it is your contention that transportation 
is a very small part of the post-office operations and that it really gets 
to be handling charges instead of transportation ? 

Mr. Brumeaven. The vast bulk of the costs are personnel and the 
handling and sortation and delivery of pieces of mail. 

Senator Caruson. I noticed in your statement you mentioned some- 
thing about some of these publications have assisted the Department 
in sortation and handling of their mail. 

Can you tell us any of your experiences, or do you expect to do 
that later as you get into it ? 

Mr. Brumpaven. I have an exhibit here which shows the really 
extensive and terrific manner in which we have gone into that propo- 
sition and worked very close with the Department in order to cut 
down on the handlings of our particular mail. We have an exhibit 
here designed to show that. 

The Cuatrman. Speaking of the weight there, instead of 12 times 
it is 13.6 times as heavy, second class, to be exact, 13.6. 

Mr. BrumpavueH. Mr. Chairman, you seem to be correct. I stand 
corrected. 

The Cuarman. I just thought you should keep the record straight. 

Mr. Brumpaven. Yes, sir. 

The Post Office cost formula applied to individual publications. 

Now let me review the cost formula developed by the application 
of group judgment in the Post Office Department for arriving at 
the cost of handling a single publication. All of the cost breakdowns 
for the several groups of second-class mail shown in schedule 100-A 
of the cost ascertainment report are based on a remarkably simple 
formula. The Post Office has selected four basic factors which they 
feel influence postal costs to a greater or lesser degree. These are: 
Pieces, pounds, cubic feet, cubic foot-miles. 

Under group judgment, with no other support provided, they have 
decided what percentage of every expense category is influenced by 
each of these elements, Average factors are then derived by dividing 
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the allocated totals by the total pieces, pounds, cubic feet and cubic 
foot-miles for all of second class. These average factors are then mul- 
tiplied times the elements of a single user or group of users to esti- 
mate the expenses caused by that individual or group. This simple 
formula is not supported by conventional cost methods such as time 
studies, specific operation measurements, etc. 

Using this formula, the Post Office said its costs are 7.5 cents per 
copy for handling Life magazine. We found three basic errors in 
the application of their cost system to Life. 

The first of these was to assign to Life a cubic density factor of 28 
pounds per cubic foot, the average for one of the second-class groups, 
when in reality Life weighs 57 pounds per cubic foot. The effect of 
this error—statistical error in statistical formula—was to charge 
Life approximately twice its actual transportation cost and to equally 
overstate other expenses caused by the utilization of space. 

The correct figures reduce the cost to the Post Office of handlin 
life by 1.1 cents per copy. This adjustment was closely corrobora 
by an independent study conducted by our traffic experts who calecu- 
lated the expense to the Department of transporting Life on the rail- 
roads. I have here the report from the public accounting firm of 
Ernst & Ernst who have carefully gone over our study and have veri- 
fied its factual basis and mathematical accuracy which I would be 
happy to submit for the record if the chairman would so desire. 

The CuatrmMan. We would be glad to have it submitted to an ex- 
hibit and then if necessary we will make it a part of the record. 

(The above-mentioned report is on file with the committee.) 

Mr. Brumpaucu. The second of these basic errors was the assump- 
tion that 41 copies of Life out of every 100 entered in the Post Office 
are carried on rural routes, a relatively expensive part of the mail 
delivery system. Only 8 out of 100 copies of Life do, in fact, receive 
rural delivery service. 

The Cuarrman. Is that 1 that is sent through the mail, 8 out of the 
hundred, or 8 of the total amount of 

Mr. BrumsaueH (interposing). It is 8 out of 100 that are sent 
through the Post Office Department; yes, sir. 

The CuarrMan. I want that clear. 

Mr. Brumpavueu. Yes, sir; this is not confused with our newsstand 
setup at all. 

The correct figures reduce the cost to the Post Office of handling 
Life by 0.7 cents a copy. 

The third of these basic errors was the failure of the Post Office 
cost approximations to recognize the special way in which Life is 
prepared for the mails and the elimination thereby of many costly 
services which the Post Office performs for most other users of aa 
class mail. 

Although a part of my presentation last summer, I would again 
like to place in the record exhibit B, attached here, which develops in 
detail the fact that Life is not an average user of the mails, but 
rather, is a user who has the volume, equipment, and know-how to 
provide a very specialized preparation and handling of its mail, 
which saves the Post Office vast sums of money as compared with 
the material entered by ordinary second-class mail users. 
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(The material referred to is as follows.) 


Exuisit B 


GENERAL DESCRIPTION OF THE WAY IN WHICH LIFE IS PREPARED 
FOR AND IS HANDLED IN THE UNITED STATES MAILS 


Before Life is entered into the mails, the publisher performs and assumes the 
cost of certain operations which materially reduce postal service cost: 

(1) Packing.—Copies are bundled, sacked, and addressed to destination cities 
wherever the quantity justifies, and factually, this prevails for 95 percent of 
the entire circulation. The maximum weight of any sack is 70 pounds, con- 
taining two uniform flat-wrapped bundles. 

(2) Makeup.—As indicated, 95 percent of all copies are made up in direct 
city sacks. This eliminates the necessity for opening sacks to handle or sort 
individual copies until their arrival as integrated units at the destination post 
offices. Only 5 percent of the nonlocal Life copies require distribution or sortation 
at point of entry while in transit or at any intermediate point between the 
publisher’s hands and the office of final destination. 

(3) Zoning.—Over 39 percent of all Life mail has been separated by the 
publisher to the individual carrier units of the 102 large post offices which 
have multiple-delivery stations, i. e., wherever there are city zones in use by 
the post office. This reduces the sortation of more than 39 percent of Life 
mail to a single operation before it reaches the hands of the letter carrier in 
all post offices having multiple-carrier delivery units. There is no doubt that 
this system has saved the postal service millions of dollars since its inception 
in 1951. This operation is performed at considerable expense to the publisher 
since it involves the maintenance of complicated city files in multiple-carrier 
delivery units rather than a single alphabetical list of each of the 102 cities, plus 
additional manual labor in the zone makeup of mails. This is very different 
from the majority of second-class matter. 

(4) Predetermined routing of sacks.—The label on every direct eity sack of 
mail bears a symbol or a combination of symbols which indicate not only the 
depot platform, mail car or specific train leaving the office of origin, but also 
the breakup and redispatch from gateways at transfer points whenever a transfer 
of mails en route is involved. This is very different from the inajority of second- 
class matter. 

(5) Delivery to railway stations.—Life mail is delivered by the publisher at 
his expense to individual rail stations and depot platforms, and in many in- 
stances, to the doors of mail storage cars, so that it never goes through the post 
office of entry, as does most second Class. 

(6) Time of mailing»~—All mailings are made in accordance with schedules 
prepared in advance of the shipping of an issue which permits the utmost co- 
operation between the publisher and the postal transportation service in arrang- 
ing for the most economical transportation and the maximum utilization of space 
in mailecars. This is very different from the majority of second-class matter 

As can be seen from the above, every conceivable operation in the interest of 
expeditious service and elimination of handling and rehandling is performed } 
and at the expense of the publisher rather than by the postal service or by f] 
rail carriers at the direction of the postal service. In fact, the term “initial 
service,” as supplied by the Postal Department, is practically nonexistent as far 
as Life is concerned. 

The second phase in the distribution of Life through the postal service is the 
handling in transportation. Here are the more pertinent facts regarding this 
operation : 

(1) Weight per cubic foot—The weight density of Life prepared for mailing. 
slightly in excess of 57 pounds per cubic foot as compared with the average for 
general-interest magazines and periodicals of 28.234 pounds, again emphasizes 
the maximum ntilization of space in the transportation facilities, 

(2) Handling in transit—Because of the news value of Life each individna! 
dispatch to the various post offices in the country is studied and planned by mai! 
traffic experts employed by the publisher to guarantee the most direct and evne- 
ditious dispatch, thereby circumventing circuitous routings which would prob- 
ably prevail by a hit or miss system. This planned service produces the most 
economical transportation available to the postal service. 
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(3) Distribution in transit—Needless to say, because 95 percent of all Life 
mail is made up in direct city sacks, only 5 percent of Life copies require any 
appreciable distribution or sortation at office of entry or in transit. Ordinarily, 
this portion of the mail would be handled on an average of about three times 
before reaching destination. However, the publisher has recently devised new 
systems whereby this residue mail is sorted to mail or train routes which reduces 
the number of handlings to one and a fraction. This particular system involved 
a considerable cost to the publisher, but is returning an even greater saving to 
the Post Office Department. 

The story of Life in the United States postal service is one of the utmost 
cooperation between the publisher and the Department. The results are expedi- 
tious service with a minimum of handling and resultant costs. 


LiIrE PREPARES FOR THE MAILS 





View of addressing machine affixing address label to copies of Life. 
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Magazines being lifted from addressing machine and separated by cities, or by 
postal delivery zones in the larger cities for transporting to bundling machines. 





ee RT SEM 


POSTAL POLICY 61 


Se ee 








| 
| 
: 
é 
' 
‘ 
' 
' 
: 
Bundles being placed in direct city mail sacks or, in the case of larger cities, in 
sacks addressed to postal delivery unit of those cities. 
93326—57——_5 
; 
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This is the type of label used for addressing sacks containing mail for large, 
zoned cities. L-3 on right of label indicates that the sack is to be delivered to 
the New York Central team track for loading in the Boston South Station 
mail car which is indicated by the numeral 5. The numeral 2 on the left 
indicates that the sack is to be piled in one of the three separations made in 
this full carload of Life subscriber mail to the Boston area. 
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in Life’s circulation office in Chicago, subscription orders are moved to the key 
punch area where information about subscribers is reproduced on IBM 


puncheards. 





Closeup of area of subscriber renewal card which reminds the subscriber to give 


his correct zone number. 
zone directories. 


Upon receipt, all cards are checked against latest 
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One of three batteries of IBM sorting machines used to update and maintain 
subscriber punchcards by postal delivery zones for the 102 larger cities (com- 
prising over 39 percent of all subscriber copies) having multiple carrier delivery 
stations. 
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Closeup of subscriber’s permanent record (punchcard) from which the mail strip 
used to address a copy of Life is reproduced each week. 
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Lire ENTERS THE MAILS 
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A Prairie motortruck delivers Life at the Pennsylvania Railroad team track 
for loading in a full car of Life to Harrisburg. This is typical of 95 percent 
of all Life copies which never go through the post office of entry. 





strip 





Publisher’s employee tossing Life direct mail sacks into the Harrisburg car for 
piling by the railroad employee shown inside the car. 
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View showing delivery of Chicago city copies to the post office on skids. Copies 
are separated by markers to show the various carrier delivery zones to which 
the magazines are separated by the publisher. 


Lire Arrives Home 
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Chicago post office clerks make the secondary distribution of Life subscriber 
copies to the various carriers at the North Town delivery unit. The primary 


separation of the copies was made by the publisher—as can be seen by the 
copies resting on the pallet in the foreground—all of which are for delivery 
through the North Town carrier delivery unit. 
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Letter carrier leaves Chicago’s North Town postal station to begin his “walk.” 
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Life being delivered to a subscriber. 
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Mr. Brumeaven. Correction of this third basic error reduces the 
cost to the post office of handling Life by 1 cent per copy. 

Giving effect to the changes indicated, the comparison of the results 
of our analysis with the approximation system of the Post Office De- 
partment is as follows: 


{In cents] 
Post Office Corrected H. R. 11380 
Department figures 
IE GONE oc deme ncreensab sends sew bbb dul secbadbabentietiialedvik 7.5 4.6 4.6 
Revenues. -...-.--..-..-- dee sesedenseste secon ho eneeresasereepage4 _ 28 13.1 5.7 
Loss per piece on straight cost accounting basis-_--.----- 4.7 


1 At current postal rates. 


The startling conclusion, as I have just said, is that the provisions 
of H. R. 11380 would have required Life to pay a profit to the Post 
Office Department on a fully allocated cost basis. Thus it seems per- 
fectly clear to us—— 

The Cuarrman (interposing). I believe you are talking of the bill 
passed by the House increasing it to 120 percent; is that right? 

Mr. Brumpaven. Increasing the reading matter 28 percent and 
the advertising matter 120 percent; and, as you remember, that same 
bill was introduced before this committee last year. 

The CuHarrman. You claim that that would increase it and make 
you pay more than the cost of handling the magazine? 

Mr. Brompaven. More than the fully allocated cost. 

The Cuatrman. Now, what amount would make it pay its cost and 
no more? 

Mr. Broumeavueu. Well, that is a little difficult to say, but I 
think 

The CHatmman (interposing). I believe that your corrected fig- 
ures, the cost is 4.6 and the revenues now are 3.1. 

Mr. Broumpavueu. Yes. 

The Cuarrman. According to that about 50 or 60 percent would 
make it pay. 

Mr. Brumpaven. That would be indicated, yes. 

Now, of course, we are using here the fully allocated cost figures, 
not the out-of-pocket cost figures. 

Thus it seems perfectly clear to us that the proposed rate increases 
were in complete contradiction to the policy declaration contained in 
that same bill which stated, in part: 

It would be an unfair burden upon users of the mails to compel them to 
underwrite those expenses incurred by the postal establishment which are not 
related to the postal services which they receive. 

In other words, as I understand that policy bill it in effect said 
that the Post Office did not intend to shits money on particular or 
make a profit on particular users of mail. 

Senator Cartson. Mr. Brumbaugh, I would like to go back to the 
first of these reasons that you assigned here. You state your magazine 
uses 57 pounds per cubic foot, while the cubic-density factor is 28 
pounds per cubic foot, according to the Cost Ascertainment Report of 
the Post Office Department. Now, may I ask you this question, Is that 
the general rule of the Department on all magazines? 
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Mr. Brumsavenu. That was the average of the density of mail in 
that classification of second class which is called the magazines and 
riodicals of general interest. That was a statistical formula apply- 
ing to that total classification which they used to apply to this specific 
magazine. 
enator Cartson. Then may I ask you this. Assuming that that is 
the way it affects the Life magazine, would there be other magazines 
that would be affected the same way that are carried by the mails? 

Mr. BrumpaveH. I am quite positive there would. 

The Cuarrman. All of a similar size would, is that true? 

Mr. Brumpaven. Size and weight are I think an important factor, 
probably in the utilization of railroad space where a magazine with 
a large circulation would occupy an entire car, maybe, going to a 
particular destination. 

The Cuatrman. Do you know whether or not in most instances we 
have vacant space in the cars now ¢ 

Mr. Brumpaveu. I feel sure you must have. 

The Cuatrman. We rent the whole car on certain sections always, 
is that not true? 

Mr. Brumpaveu. Yes; I think that is true. There would be a 
factor of that kind. 

Senator Cartson. Well, it seems to me that is an important item, 
because, according to your own figures, the cost to the Post Office 
Department of handling Life magazine is reduced by 1.1, just based 
on the cubic footage that you use. 

Mr. Brumpaves. May I ask Mr. Ingels to make an additional com- 
ment about that ? 

Senator Cartson. We will be happy to get any information we can. 

Mr. Incets. Sirs, this formula which we referred to before, they 
use four basic factors: pieces, pounds, cubic feet, and cubic foot-miles, 
and they designate the various expense accounts on that basis. For 
transportation and storage cars a cubic foot-mile is used. For space 
to be occupied in a department of the Post Office, the cubic footage 
may be used. They derive how much the average for a group is by 
taking a sample hamper and throwing in samples of various types 
within a category such as magazines and periodicals of general in- 
terest and come up with an average for that group which in this case 
was 28 pounds, and another important factor, I believe, is wrapping, 
because as you know you receive periodicals roll wrapped which take 
up quite a bit of space. Life is packed, you may recall last year we had 
a scale here with a cubic foot of Life on it. That is the way it goes 
through the mails. 

Life is very dense and packed tightly and in just the statistical 
formula which they used to allocate the cost to Life instead of going 
and measuring Life itself they just took the average for that whole 
group which includes all the roll wraps and lighter paper used or 
whatever else and said that applied to Life. 

They did not take the time to measure Life specifically because if 
they had they would have found that Life was just twice the average. 

he Cuarrman. Let me see. According to Life, then, you claim it 
ean be handled cheaper than the ordinary magazines, is that correct ? 

Mr. Incets. That is correct, sir. 
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The Carman. Now then, is it possible for the Post Office to 
exempt one magazine ? 

Mr. Incets. No, sir; what we are driving at with this formula and 
that is the reason we had the Ernst & Ernst report which was an 
actual study of Life in the mails; this formula is not based on true 
measurements at all, it is just an approximation. 

The schedule 100—A in the cost ascertainment report which breaks 
down these groups is based on this same formula. It is not an actual 
cost accounting measurement, it is a straight statistical allocation. 

The Cuarrman. For the carrying of magazines then in—that is 
second class—if it is 28 pounds for all and, of course, your weight is 
greater according to—— 

'Mr. Incexs. Per cubic foot for all. 

The CHarrman. You do not take up as much space. Therefore, 
it would cost more to handle the other—as far as the space is con- 
cerned. 

Mr. Incexs. That is right, sir. 

The CHatrman. Of course. 

Mr. Incets. All we are trying to direct this to, sir, is that the 
Department issued some figures which were published all over the 
country about what it loses on Life, but we do not believe that the 
statistical system they used could really develop what it costs on Life 
and we are attempting here to show where those errors occurred and 
as we said last summer, Postmaster General Donaldson was asked 
to do this, he said, “My heavens, this can’t be done, we don’t have the 
system,” and refused. “I cannot implicate any magazine because it 
cannot be done. We don’t have a system.” In spite of that the cur- 
rent administration has done it and all we are here to try to do is to 
try to clarify the record and to point. out where they did make mis- 
takes and this cubic density factor which they used to allocate trans- 
portation costs to Life was wrong, and it is corroborated and what we 
put more stock in is this Ernst & Ernst report whereby our traffic 
people absolutely costed down what it costs the Department and I 
think corrects the record. 

Senator Cartson. In other words, you feel you have been held up 
as kind of a whipping boy and you want to kind of clear the record? 

Mr. Ineets. That is correct. 

Mr. Brumpaven. I might say, I remember here a couple of weeks 
ago that the Postmaster General said that a wrong impression once 
created is terribly hard to correct. I think that applies to this par- 
ticular situation. 

We attach as exhibit C for the record, a letter from the management 
engineering firm of Cresap, McCormick & Paget showing the same 
cost figures which I have given to you for Life magazine. 

(The material referred to is as follows :) 


ExuHrsir © 


Cresap, McCormick & PAGEt, 


New York, N. Y., January 15, 1954. 
Mr. Davin W. BruMBAUGH, 


Vice President, Time, Inc., 
New York, N. Y. 


Deak Mr. BrumBavuGH: This is in answer to your request that we summarize 


in letter form certain findings of our recent survey of postal rate problems of 
Time, Inc. 
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This survey was undertaken, commencing in August of last year, with the ob- 
jectives of determining the potential impact upon Time, Inc., of proposed second- 
class_ postal increases and of recommending appropriate policies in connection 
therewith. At the same time, we were asked to review certain information 
released by the Post Office Department to the House of Representatives Post 
Office and Civil Service Committee with respect to postal costs and deficits in- 
curred in handling Life. 

Our studies of these matters involved extensive interviews with a wide range 
of individuals interested in postal affairs, including: (1) Time, Inc., executives 
concerned with business management, production, traffic, and subscription opera- 
tions of the various Magazines; (2) key personnel of the Post Office Department 
and the Senate Post Office Advisory Committee; (3) representatives of organi- 
zations assisting the Senate committee in its study of postal problems, includ- 
ing the National Industrial Conference Board, National Education Association, 
and Price, Waterhouse & Co.; and (4) interested users of second-class mail, 
including other publishers and trade association executives. 

In addition, a detailed analysis was made of cost-ascertainment reports and 
other data relating to the mail operations of the Post Office Department over the 
past 20 years, with particular emphasis upon second-class mail. Many special 
computations were developed in this connection. 

Further, the mail handling operations of several post offices were observed 
in conjunction with Time Inc., personnel, and direct examination was made of 
the manner in which Life is prepared for entry into the mails. 


EVALUATION OF POST OFFICE COST ALLOCATION METHODS 


Although costs of handling have not played an important role in the establish- 
ment of postal rates for second-class mail, the Time, Inc., management was much 
concerned at the implication of the Post Office Department that its publications 
were responsible for a significant percentage of the deficit for this class. 

In reviewing and appraising the alleged loss figures for Life, our first step 
was to discuss with the Comptroller and Assistant Comptroller of the Post 
Office Department the methods by which the cost data had been obtained. Both 
officials were very cooperative in explaining the mechanics of cost ascertainment 
and the manner in which postal expenditures are allocated to the various sub- 
types of second-class mail by processes of approximation. 

A detailed study was then made of the application of these methods with 
specific reference to Life. Our major conclusions as a result of this investiga- 
tion may be summarized as follows: 

1. The cost ascertainment system of the Post Office Department follows gen- 
erally accepted industrial cost accounting practices to the extent that it allo- 
cates expenditures of the postal establishment on the basis of measured use of 
postal services by each class of mail. However, cost ascertainment provides no 
analysis of fixed and variable costs of postal operations or of marginal costs in 
carrying specific types of mail. Further, cost ascertainment does not—and 
should not—reflect any allowance for such intangible considerations as priority 
of service, degree of preferment, or economic value of the mail carried. Because 
of the above limitations, cost ascertainment should not be used directly for rate- 
making purposes. 

2. The allocation of total second-class expenditures to the various subclasses 
is based not on the measured use of postal services but on the judgment of 
postal officials as to the relative effect of number of pieces, pounds, cubic feet, 
and cubic-foot miles upon postal costs. Further, these cost elements are allo- 
cated on the basis of statistical averages for each subclass. Cost allocations for 
any specific magazine, therefore, are several steps removed from the data ob- 
tained through the cost ascertainment system and are subject to distortions of 
considerable magnitude. 


POST OFFICE COSTS IN HANDLING LIFE 


Comparison of the specific characteristics of Life with the statistical averages 
used by the Post Office Department illustrates this distortion: 

1. The average weight per cubic foot for second-class publications in the “gen- 
eral interest” category is stated to be 28.23 pounds. The corresponding weight 
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of Life, however, was found to be more than twice this amount. In other words, 
less than one-half of the space required for shipping or handling 100 pounds of 
typical magazines of this type is needed in the case of Life. 

2. Under the processes of approximation, Life is allocated a higher percentage 
of total second-class costs for rural delivery (3.9 percent) than for city delivery 
(3.7 percent) despite the fact that Life readership is predominantiy urban in 
character. Analysis of Life subscription lists discloses that only 8.1 percent of 
its copies are delivered on rural routes, or considerably less than 1 percent of the 
total pieces of second-class mail so delivered. Correspondingly, Life is allocated 
less than its proper share of city delivery costs. 

3. The average length of haul for Life, as calculated by the Post Office Depart- 
ment, is 600 miles. Calculations of the Post Office Department assume that Life 
subscribers are uniformly distributed throughout each zone, whereas analysis 
of Life subscription lists indicates a high concentration of readership in urban 
areas. The Post Office Department figures include also a standard allowance 
for back hauls, which are reduced, in the case of Life, by the careful planning and 
routing done by its traffice department. 

A factual study of actual shipments made by the traffic department of Time, 
Inc., and reviewed by us indicated the average length of haul to be 549 miles, or 
approximately 8 percent lower than the statistical average used by the Post 
Office Department. 

4. In addition to the errors introduced by the above discrepancies, general 
postal handling costs for Life are overstated by the assumption that similar 
handling and sortation operations are performed for Life as are necessary in the 
case of other second-class publications. Direct observations of the manner in 
which Life is prepared for and actually enters the mails clearly indicates the 
error of this assumption. Contrary to being handled in the manner of the 
average second-class publication. Life performs many operations at its own 
expense which would otherwise have to be performed by the Post Office Depart- 
ment. These operations include the following: 

(a) Life is delivered at publisher expense to rail stations, depot platforms, and 
in some instances direct to mail storage cars. 

(b) Life makes up full carloads for approximately 40 percent of its copies. 
Transportation costs for such shipments are at a minimum. 

(c) Approximately 95 percent of the copies of Life are shipped in direct city 
sacks. No sortation or handling is necessary until copies arrive at destination 
post offices. 

(d) More than 40 percent of all copies are zoned for direct distribution to car- 
rier units within the 126 largest post offices. No primary sortation is required 
for these copies. 

(e) Eighteen percent of all copies are either local-entry copies, or receive direct 
truck transportation without the need for railroad service. 

The effect of the above operations is to reduce substantially the number of 
separate handlings by postal employees which would otherwise be necessary. 
The Post Office Department estimates that the average piece of second-class mail 
must be handled eight separate times. In the case of the 40 percent of Life 
copies which are zoned and shipped in carload lots, only 2 sorting operations are 
required. Handling requirements for direct city shipments are somewhat higher, 
but are still well below the average of eight. 

AS a result, it is estimated that postal handling costs for Life have been over- 
stated for the following items of postal expense within the ranges indicated: 


Percent 
Ne ee ne en ne mpetsenmeea 60-75 
Postmaster, assistant postmaster, clerks, special delivery__.____.__._.____--_ 40-50 
RDA ROUEN NT i eibine setae dabahewaea een 20-50 


In the subsequent revision of postal costs attributable to Life, the bottom of 
each range is used as the basis of adjustment. 

The substantial overstatement of postal handling costs which can result from 
the use of statistical averages is shown in the following table in which overall 
postal handling costs for Life, as stated by the Post Office Department and as 
revised to reflect the discrepancies indicated below, are summarized on a per 
piece basis. 
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Postal handling costs of Life 
{Cents per piece] 























Post Office Revised 
Department estimate 
Initial and terminal: 
Postmasters, assistant postmasters, all clerks, special delivery_.______- 1, 462 . 879 
City delivery..__...___ ee ke i i ce Re 1, 27 11. 626 
I eee eS eto ee ve) 1. 264 . 244 
RINE Ja sik titi aed a Se he a Bg eel ke . 560 435 
nen, Sart) rede er ss Ses SOE wae g eh ees | 4:2 4. 563. 3. 184 
Transportation and distribution in transit: a itor itt Sy 
Railway Postal Transportation Service.................___.._______- . 487 . 168 
Railroad service: 
ET on Be aS Rec eh eh eee . 427 - 015 
I ee i . 980 . 769 
i bo in . 575 . 258 
Ee Se ee es te crete, Bios ata pe ie 4 . 446 . 204 
I A Re el St 2.915 1 504 
ne cesar 047 "4. 688 





! Adjusted upward to reflect Life’s higher than average distribution by city carriers. The net adjustment 
favors Life due to the fact that city delivery costs per piece are approximately 44 of those for rural delivery 


The reasonableness of the above revision is supported by the following com- 
parison. Under Post Office Department allocations, Life is charged with 4.7 
percent of total expenditures for second-class mail, although constituting only 
2.6 percent of total number of pieces handled. The above revision would charge 
Life with only 3 percent of total expenditures for second class and would appear, 
therefore, to reflect more accurately the relatively greater significance of pieces 
overweight insofar as effect upon postal handling costs is concerned. 


“LOSS” ATTRIBUTABLE TO LIFE 


The Post Office “loss” incurred in handling Life was determined by the Depart- 
ment simply by subtracting allocated costs from postal revenues. At no point 
was consideration given to the fact that many postal expenditures allocated to 
Life on a strictly cost-accounting basis would have to be continued at their 
present levels even if Life was distributed wholly outside the mails. 

Several general observations can be made, therefore, with respect to the inter- 
pretation of “loss” figures for Life. 

1. Cost ascertainment provides no analysis of fixed and variable costs of postal 
operations or of marginal costs in handling specific types of mail. By implica- 
tion, it treats all postal costs as variable costs. 

2. Deficits in the handling of specific classes, subclasses, or types of mail are 
not synonymous, therefore, with “losses.” Stated in another way, such deficits 
do not in any way measure possible savings that might result from elimination 
of the particular class or type of mail. 

8. The present deficit of approximately 1.7 cents per piece (based on present 
rates) incurred in handling Life is, therefore, a “paper loss” only. Present 
revenue from Life covers almost 65 percent of its properly allocable postal costs 
(as against less than 25 percent for second-class as a whole). If direct or out- 
of-pocket expenses in connection with Life should be less than 65 percent of total 
expenditures, as seems probable on the basis of certain Department estimates, 
Life would be shown to produce a “profit” instead of a “loss.” 

In conclusion, I would like to express again our appreciation for the excellent 
cooperation accorded us by your associates, by personnel in the Post Office 
Department, and by the many others who have assisted us in making the above 
study. 

Very truly yours, 
JOSEPH P. MERRIAM. 


Mr. Brumsaven. When I presented these findings before you last 
summer, I invited the Post Office Department to send representatives 
to review in detail the statements contained in my presentation. The 
Department accepted my invitation and sent a 7-man committee, 
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including divisional directors from the Bureaus of Operations, Trans- 
portation, Finance, Ratemaking, and Research and Engineering, to 
spend 2 days with us reviewing our figures and operations in detail. 

hey followed the operations from receipt of subscriber mail to the 
loading of copies of Life on mail cars, and they reviewed our account- 
ants’ working papers. 

I am not in a position to say what their exact conclusions were; 
nevertheless, in a final review with them, I found no indication of any 
basic disagreement with the facts and conclusions which we presented 
to you. In addition, I found enthusiastic aEpeeret of and apprecia- 
tion for the way in which we prepare our mail. 

To summarize our studies on the published figures for Life, we find 
that: 

1. These results should serve to put all on guard that the statistical 
approximation system, as applied without proper refinement to cost 
ascertainment, is unsound and dangerous. May I now say and em- 
phasize that the Post Office staff has been most cooperative with us 
at all times. We think the staff was asked to produce figures under 
stress and strain and under an unreasonable time schedule from a 
system not designed to give costs on individual publications. Accord- 
ingly, we do not intend, and we hope that our statements will not be 
interpreted as, any criticism of the staff, but rather of the system which 
was used. 

2. The adjusted analysis shows that at current rates Life pays 
approximately 65 percent of its allocated costs on a straight cost- 
accounting basis, which compares with a figure of about 20 percent 
for all of second class. 

3. The provisions of H. R. 11380 would have required Life to pay 
a profit to the Post Office Department on a fully allocated cost basis. 

Now, what does the Post Office approximation formula show when 
applied to some of the small users of second-class mail ? 

Having gone through all this figuring for Life, one might well 
inquire what types of users really cause the large losses the Post. Office 
incure in the handling of second-class mail. We applied the Post 
Office’s statistical approximation method, with similar adjustments 
in pounds per cubic foot as made above in Life’s case, to a couple of 
small items entered in the United States mails. Exhibit D shows the 
figures for a small 4-page educational pamphlet sent as second-class 
matter, 156,000 pieces a year at the one-eighth-cent minimum piece 
rate. The postage bill is $195, and the cost by the formula to handle 
and transport is $4,308, or 2.8 cents a piece, of which the transporta- 
tion is, of course, a very small proportion indeed. Postage paid was 
about 5 percent of allocated costs. Exhibit E shows an approximation 
of the figures for a small magazine weighing about an ounce and a 
half per copy, now defunct, previously entered as second-class matter 
and carrying a small amount of advertising. It sent about 36 million 
copies through the mail annually, paid roughly $73,000 in postage, 
and the indicated cost to handle and transport was $1,060,000. It 
paid about one-fifth of a cent a piece, and the cost was about 2.9 
cents a piece, according to this formula. Postage paid was about 7 
percent of allocated costs. 

The Post Office makes money by handling Life magazine. 
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Exuisir D 
Analysis of postal cost of handling periodical X (based on 1952 postal cosis) 
GI I eee hh aedelihees 156, 000 
Revenue (based on one-eighth cent minimum piece rate) _-.__.__-____--_- _ $195 
Elements: 
i eek nisiatpestiantatanmmrenietanmmentattnas 156, 000 
se kl acintirescheenpemeasinieammeninian 4, 212 
I a ees el saves wsntbencasebivenntbenthisen 17. 29 
A A EL Dk Aes hs Ek Eel i clipes mallet 244 
nny RD TCU ii ail ch idee leserimeneesenpchenentabeees 800 
I a a a dec Bi 195, 200 
Expenses : 
Initial and terminal: 
I os sisiestninilsnevainiwisenme $3, 594 
ahh teebemereinton 90 
I i eeseemenapesertnanenas 3 
$3, 687 
Transportation and distribution : 
ee DC a ciate ish st cnptibabecisionsdncee 439 
I a ee 34 
I a I ne epcneeenenen 35 
Cubic-foot miles (0.05770 cent) .._.-_--_-__-___-_____-__- 113 
$621 
i s ceinenerpesnremeduqvines $4, 308 
Neen ee en nn nee econsumemereeeceep ener cnaseneaneieameennouremas $195 
ar ree Seas A a eel Pee $4, 113 
Percentage of revenue to expemse__________-_-_-__-__--___---__-----. 4.5 


Note.—The expenses have been computed in accordance with current post-office methods. 
However, in the case of cubic density, the true figure of 17.29 pounds per cubic foot has 
been used instead of the average for exempt publications of 23.37 pounds. 


EXHIBIT E 


Analysis of postal cost of handling magazine Y (based on 1952 postal costs) 





Se 0 a no ed nb bihetaterhicbielcidemabcinben toes 35, 902, 256 
Revenue ($9.5 percent editorial, 10.5 percent ads.) _-_----_--_.------ $73, 306 
Elements : 
a icliasesitineetines 35, 902, 256 
alll abel ainda tneseideellnaieaihanniglaetnment tire v-tedahton gid nies iehiewoen 8, 365, 856 
I i chet de cs notes acheive 52 
ac al ho i ciemdihenpeidenahb inchs detmecis 64, 740 
I a eka caret itd nnenkenbhmecyens eee 38, 390, 820 
Expenses : 
Initial and terminal: 
RO arr RO a i te seere $827, 070 
I SR I tii cold ee enemas 72, 020 
Te a et res 694 


— $899, 784 





Transportation and distribution : 


pai” Le CIE a a ewe 100, 957 
DIED CT i i se eager 26, 988 
CC ei 6.241 CONCE) «nn ddewwsiemstomnnne 9, 345 
Cubic-foot miles (0.5770 cent) ......._......._.. 22, 151 


——_—— $159, 441 


Pr I 2 oS local cecetancg be ntadig ictveyiess wenatphyreneermatiniomiiey $1, 059, 225 

a cinch aoe cedarteembieneadioananal sh wnceppinapip ma inant napn isan dh $73, 306 
MG hae ks es EN Oe a a ee ale $985, 919 
Percentage revenue to expense. .j.2c6sn-n sss 6.9 
NoTE.—The expenses have been computed in accordance with current post-office methods. 
However. in the case of cubic density, the true figure of 52 pounds per cubic foot has been 
used instead of the average for magazines and periodicals of 28.234 pounds, Revenues 


include 10-percent increase due April 1, 1954. 
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Now let us turn briefly to the out-of-pocket costs on second-class 
mail and on Life. We have already shown that the Post Office De- 
artment has estimated out-of-pocket costs at just under one-half of 
ully allocated costs for second-class mail. We have also shown that 
the Post Office Department has, although disagreeing with the appli- 
cation of out-of-pocket costs by that name, suggested that value of 
priority, value of service and intrinsic value of the items handled 
entitle second-class mail to rates based on 50 percent of fully allocated 
costs. Applying this out-of-pocket estimate to the 4.6 cents of ex- 
penses assigned to Life, we get a cost figure of 2.3 cents per piece, and, 
since Life pays postage of 3.1 cents per piece, we get an actual profit 
r piece to the Post Office of approximately 0.8 cents a copy of Life. 

o put it another way, this would indicate that the Post Office Depart- 
— : 0.8 cents per piece better off with Life than it would be with- 
out Life. 

Contrast this with the situation of the periodical and the small 
magazine described above whose indicated out-of-pocket costs are a 
little over 114 cents a piece, whereas one pays one-eighth of a cent 
and the other one-fifth of a cent a piece postage. 

The advertising matter in Life pays the Post Office a profit. 

Many re have criticized the reported fact that all advertising 
is carried in magazines and newspapers at a loss to the Post Office. 
Perhaps they do not realize that the advertising going to the fourth 
postal zone, the average zone of second-class matter, pays a rate twice 
that of editorial matter. Indeed, H. R. 11380 called for a payment 
in this zone of almost 314 times editorial charges. What are the 
facts?’ What about the advertising matter in Life? Does it pay its 
way in the Post Office or is it carried at a loss? 

he answer is clear and simple on the basis of the adjusted cost fig- 
ures arrived at above. 

Exhibit F shows the computations on a straight cost accounting 
basis. That schedule shows that the per piece costs are increased 1.5 
cents when advertising material is added to the editorial material, 
and that the per piece postage income is increased 2.1 cents. 

Thus, a profit of 0.6 of a cent per piece to the Post Office on adver- 
tising material in Life results. On an out-of-pocket basis, of course, 
this profit would be much greater than that indicated above. 


Exuisit F 
Life without ads versus Life with ads (straight cost accounting basis) 


Current ratio: Percent 
ik asin co gun odiaedekctbs la mesehnnadtaiiileiiaaahd din eisaicl 52 
ee ee a 48 





Without ads With ads 


182, 000, 000 | 182, 009, 000 

91. 290,000 | 199,090, 000 

1. 690, 000 | 3. 333. 30 

| 875,200,000 | 1,710, 574, 200 
| 








Pieces 

Pounds..-- 

Cubic feet a a al 
| | RE a a eres 


Increase 


Tithe ads 
Without ads (decrease) 





With ads 





Expense - . 3. 213 


Cents Cents Cents 
ii aa 88 | 1. 475 
Revenue (at current rates) _..- . . | . 968 


4, 688 47 
. 031 2. 063 


Loss per piece ___- awe aie 2. 245 1. 657 (0. 588) 


93326—57——6 
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This is a small paragraph among many pages of this statement. 
I hope you will consider fully its tremendous implications in view 
of the staggering increases in postage rates on advertising matter 
which were advocated in H. R. 11380—a bill which also contained a 
policy declaration. 

Senator Cartson. Right on that point, do I understand this cor- 
rectly, in the first place by carrying Life magazine, forgetting the 
advertising, the Post Office Department, on the figures you have just 
submitted, makes a profit or eight-tenths of a cent better off per copy 
than they would be without Life ? 

Mr. Brumpaven. That is my computation, adjusting the Post Office 
figures and based on out-of-pocket costs, as we deem are applicable 
in this case. 

Senator Cartson. Then do I understand with the advertising sec- 
tions or parts of the Life magazine, they are six-tenths of a cent per 
piece better off so, therefore, would the total be 1.4 cents? 

Mr. Brumpaven. No, sir; the first computation is done on out-of- 
pocket basis. 

Senator Carson. Including advertising ? 

Mr. Brumpaveu. It includes the whole thing. The second compu- 
tation is done on a fully allocated basis in order to have a look at 
this advertising section all by itself and that would show a greater 
profit than I have indicated if we were to look on that also as out-of- 
pocket basis. 

: May I show you some visual summaries. I will try to do this quite 
ast.. 
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_ COSTS ARISE FROM HANDLING PIECES 
«BUT - HEAVIER MAGAZINES PAY MOST 











See 


Piece handling creates postal costs. This is just a visualization of 
the tremendous number of type and hand operations which have to 
take place in handling mail to the post office. Transportation for 
first-, second-, and third-class mail amounts to only 9 percent of total 
costs. 

The Post Office figures show handling costs are the vast bulk of 
total costs. In the case of first-class mail, transportation is two- 
tenths of a cent; handling 2.92 cents. In second class, transportation 
is 0.90 of a cent per piece; handling, 3.55 cents. The same picture 
in third-class mail. 

Weight is a comparatively small factor in cost. Averages should 
not be used. On the one hand, 28 pounds per cubic foot, on the other 
hand, Life, 57 pounds per cubic foot. 

Life was charged for services not rendered. Life was charged 
for delivering 41 copies out of every 100 copies but only 8 actually go 
on rural routes. ther second-class mail receives more handling 
than Life per piece. This [indicating] indicates that Life comes 
from the Post Office and goes directly. About 95 percent of it is 
placed directly on mail cars and never goes to the post office of entry. 
Only 5 copies out of every 100 copies of Life actually goes to the post 
office of entry ; 40 out of every 100 copies of Life are zoned to avoid ex- 
cessive handling and they do not have to be handled in the main post 
office of the city of delivery but can go directly to the substations. 

Only 5 out of every 100 nonlocal copies of Life require piece handling 
in transit ; 40 out of every 100 nonlocal copies of Life go most of their 
route in carload lots. 

The Post Office says Life loses 4.7 cents a copy. This should be 
adjusted on a straight cost-accounting basis to 1.7 cents and on an 
out-of-pocket basis to a profit of eight-tenths of a cent. The Post 
Office makes a profit of six-tenths of a cent on straight cost-accounting 
basis on the advertising section of each Life. 

Costs arise from handling pieces, but heavier magazines pay most. 
Life out-of-pocket costs 2.3 cents; postage, 3.1 cents. Small pam- 

hlet, out-of-pocket costs, 1.3 cents; postage, one-tenth of 1 cent. 
mall magazine, out-of-pocket costs, 1.4 cents; postage, two-tenths 
of 1 cent. 
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Advertising in magazines does not now incur a big loss for the Post 
Office. I have talked with some of the other publishers whose publica- 
tions appeared on the list furnished Representative Moss of five maga- 
zines and newspapers occasioning a large loss to the Post Office. It 
pees that many of the factors which I have described above for 
Life come into play to a greater or lesser degree in many of their 
cases. What does the Post Office cost formula say about the overall 
result of carrying advertising in magazines and periodicals of general 
interest, the classification into which most large magazines fall? 
Furthermore, how would the provisions of H. R. 11380 have altered 
the results? 

The Cuarrman. Is what you have on the cards here on sheets of 
paper you can give to the committee ? 

Mr. Brumpaven. Yes, sir; they are all here. 

The Cuarrman. We want those for the record. 

Mr. Brompaven. Not in color, I am sorry to say. 

The Cuarmman. Color; we do not care about that. Of course, it is 
nice for the eyes, but it does not help our pocketbook. 


The Post Office cost formula shows that 
if this group goes through the mails 
without any advertising matter: 
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total classification, magazines and periodicals of general interest, the 
Post Office formula to determine how this classification would come 
out if they carried no advertising compared with the way it comes 
out now with advertising. 

The Post Office cost iii shows that if this group goes through 
the mails without any advertising matter, the expense per piece would 
be 4.3 cents on the average and that the current postage per piece 
would be 0.8 of a cent and the loss would be 3.5 cents per piece. 

When the present volume of advertising matter for this group is 
added, the expense is 5.9 cents, and that is actual. The current postage 
is 2 cents; the loss is increased to only 3.9 cents a piece or by 04 
of 1 cent a piece above what it would be without the advertising 
material. 
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H. R. 11380 would have increased the advertising postage by 120 
prpeet, or by 1.4 a piece. The result, it seems to me, would have 

en a profit of 1 cent a piece on the advertising matter carried in 
these magazines. 

Let us reason from the specific examples to the general problem of 
second-class costs and revenue, and Mr. Chairman, I am approaching 
the end of my rather long presentation. 

The Post Office Department has recommended that second-class 
matter receive rate consideration to the extent that it pay no more 
than 50 percent of fully allocated costs—which is estimated by it to be 
the same as out-of-pocket costs. 

Actually, out-of-pocket costs, which may have seemed a boring sub- 
ject to most of you who are not accountants, is, as I have mentioned, 
the simple key to a proper analysis of second-class rates and to a 
proper understanding of the public-service aspects of second-class 
matter. 

Unfortunately, there has been a great deal of confusion over the 
years regarding the elements of welfare and service contained in over- 
all postal expenditures. 

This lack of understanding has been engendered because no yard- 
sticks for measurement have ever been universally accepted. Part 
of the problem has been that public welfare and service costs relate 
not only to expenditures, but yo to rate structures, since many postal 
rates have been set far below even out-of-pocket costs for public- 
welfare purposes. 

In this connection, Dr. Jules Backman, an eminent rate and pricing 
authority, who spent considerable time studying postal rates, believes 
the following: 


Congress should designate the mail matter which is to be given preferential 
rates because of public welfare. To the extent that such rates fail to recover 
the out-of-pocket costs incurred by the Post Office, the difference should be 
deemed to be a subsidy and should be so labeled. 

The Post Office Department testimony before the Senate subcom- 
mittee last July stated that the public-service aspect of second-class 
matter is only $2,839,000 a year, or slightly less than 1 percent of total 
second-class expenditures. How can this possibly be so? 

Your committee has clearly had a radically different concept than 
the Department has of the public service involved in second-class 
matter. Otherwise, the rates could not possibly be what they are 
today. It is vital that a better concept be placed before you which I 
now undertake to do very simply and quickly with some visual aids. 

Now, there are nine subclassifications in second-class matter ac- 
cording to the accounting structure set up in the Post Office. The first 
of these classifications is called publications exempt from zone rates, 
and I have used 1955 figures and I have taken all of these figures from 
the Cost Ascertainment Report and I have allocated 50 percent of 
the total costs as given by the Department as out-of-pocket costs so that 
these costs are out-of-pocket costs for these separate classifications. 

The Cuatrman. Do you recall the number of pieces handled by the 
Post Office Department of all classes? ; 

Mr. Brumpavuenu. Around 54 or 55 billion. 

Mr. Incexs. That is correct, sir. 
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Mr. Brumsaucu. Now, this particular classification, the number of 
pieces is 1,375 million, almost 1,400 million, and the weight per piece 
averages 3 ounces. That is a very important consideration. That is 
rather lightweight mail. The out-of-pocket cost per piece averages 
1.8 cents and the revenue per piece 0.3 and public service cost per 
piece 1.5 cents, which means a public service cost per year in this 
classification of $20 million. 

Now, let me be very clear about this classification. The rates in 
this classification were not raised in the postal rate legislation of 1951. 
There were no increases proposed by the Post Office Department in 
the last 4 years. None are now proposed and it seems to me that the 
lowest cost which can be assigned to the carrying of this mail is the 
out-of-pocket loss of $20 million for this classification, particularly 
since no one proposes to change or increase the rates in this classifi- 
cation. 

And if one does not recognize this $20 million as a public-service 
cost and if one asks for a balanced postal budget, one is asking other 
users of the mail to pick up the tab for this $20 million. I do not 
object to the special rates, let me make it clear, but I think that the 
public-service cost involved is at least $20 million. 

The Cuarrman. Your position, I think, agrees with mine that any 
— ee should be set aside and treated in the same manner as 
a subsidy. 

Mr. loans Mr. Chairman, I want to make one other point. Mr. 
Stans testified before you several weeks ago. His testimony stated 
there was only $1,900,000 or $2 million of public service costs in this 
group, which was the so-called foregone revenue only and our question 
is, which was asked of him, and as I recall never was answered, if he 
claims there is only $2 million of public service, that leaves $18 mil- 
lion. Who is supposed to pay for that? They do not ask for a rate 
increase in this group. We have to assume maybe he wants us to pay, 
but to us it seems clearly a $20 million out-of-pocket cost to the Gov- 
ernment for which nobody asked the rates to be increased. We do not 
either. We think it is a fine thing to have these publications going 
through, nonprofit organizations, but certainly, that is the Govern- 
ment’s cost of $20 million. It is not $2 million; it is $20 million. 

The Cuarrman. There are so many of them, it would take almost 
the rest of the time to call the names of them in that classification. 

Senator Cartson. Mr. Brumbaugh, those figures are from the Cost 
Ascertainment Report ? 

Mr. Brumpaueu. Yes, sir. The only figure which does not come 
directly from the Cost Ascertainment Report is the out-of-pocket cost. 
Now, the Department has not published any out-of-pocket costs by 
classifications and so I had to take 50 percent, which is their figure, for 
overall for second-class mail, the only figure there that does not come 
directly from the cost ascertainment report. 

Mr. Braw.ey. Mr. Chairman, I had not asked any questions but I 
notice for the first time in this testimony, he is actually getting into 
items that were included in the council’s report, which he is supposed 
to be testifying on this morning. This is the third of two figures 
that have already been presented to the committee. I think it should 
be cleared up even further, but I did not know whether you want to 
do that now or wait until you finish your testimony. 
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Mr. Brumpaveu. I would be very happy to talk about that. I think 
I would prefer to show how consistent this pattern is in these other 
classifications, if I may, because these other classifications in general 
follow this same pattern. 

Here are publications with 5 percent or less advertising and again 
we have the same pattern. We have 3.4 ounces weight; we have out- 
of-pocket cost, 2 cents a piece; we have revenue of one-half cent; pub- 
lic-service cost of 1.5 cents and in this classification, the Post Office 
recommended in 1956 a 30-percent rate increase for this group. H. R. 
11380 provided for a 28-percent increase. These increases would have 
reduced the public-service cost by only $500,000. 

The Post Office testimony says there is no public-service cost in this 
group as opposed to the indicated cost of $5 million. If anyone in- 
sists on the balanced postal budget, he is recommending that other 
mail users pick up that tab. 

Exempt classroom publications. Number of pieces, 38,500,000; the 
weight per piece here is a little higher, but they have special rates and 
there again, you have your out-of-pocket loss of about two-thirds of 
the total out-of-pocket costs. 

Here again, no rate increase was peopaen’ by the Post Office or has 
been included in H. R. 11380 or in the present bill for this group. 

The Cuarrman. Where do you get all of these figures except out-of- 
pocket costs ? 

Mr. BrumpauGuH. From the Ascertainment Report of 1955. 

The Cuarrman. From the Post Office Department ? 

Mr. Brumpauen. That is correct. 

Free-in-county, number of pieces, 386,900,000; weight per piece, 3.1 
ounces. These publications pay nothing at all for this service and 
it seems to me the out-of-pocket costs of this classification of $6,600,000 
is the minimum cost which should be assigned to carry this mail for 
free. The Post Office Department indicated that they thought the 
public service cost in this group was only $839,000. 

Now we have daily newspapers, and here we have a little larger 
average weight and we have a larger payment but we end up with the 
public service cost, based on present rates, of $22,900,000 for this 
classification. 

Now, under the rate bill H. R. 11380, this classification would have 
paid a very considerable increase, based on both editorial and adver- 
tising increases and those payments would have been about $11 million 
and so it would have left an out-of-pocket loss in this classification o 
approximately $11 million. 

The Caatrrman. Hold that chart a minute. I notice you place the 
public service cost per year at $22,900,000. 

Mr. Brumpaven. Yes, sir. 

The Cuatrman. Do you have the figures of the exact cost from the 
Cost Ascertainment Report? Exactly, what does it cost to deliver 
and what is the revenue derived ¢ 

Mr. Incets. Yes, sir. 

These are taken from table 100-A of the cost-ascertainment report 
which breaks up these groups, and shows the total revenue and the 
expenditures. e have taken 50 percent as their out-of-pocket esti- 
mate and back here, in one of the earlier tables, it gives the number of 
pieces in each of these classifications. 
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The Cuairman. All of your figures then come direct from the Post 
Office Department ? 

Mr. Ineets. Absolutely, computed right out of here, simple division 
of the number of pieces and revenue, et cetera. 

Mr. Brumeavuen. Here is newspapers other than dailes and you 
see the same pattern. In this particular case, H. R. 11380 would have 
exempted all. newspapers with a circulation of 5,000 or less which, 
according to the Post Office, would have eliminated rate increases for 
over 90 percent of these particular newspapers. 

The effect of the rate bill would have been to raise only about 
$750,000 more from this category and, therefore, the main part of 
that out-of-pocket loss would have remained. 

Agriculture, business, professional publications, you have the same 
general pattern. 

Religious, educational, welfare publications, the same general 
pattern. 

Now, we come to magazines and periodicals of general interest. into 
which classification Life falls. Number of pieces, 1,445 million; 
weight per piece is much higher on the average in this classification, 
12.4 ounces and therefore the payment per piece is a much larger 
proportion than in the other classifications as compared with the 
out-of-pocket costs, and are left with a public service cost at present 
rates of 1 cent a piece or $14,500,000. 

As you know, H. R. 11380 would have raised these rates substan- 
tially and about 85 percent on the average. On that basis, the in- 
creased revenue would have been 1.7 cents apiece or $24,600,000, Thus, 
H. R. 11380 would have caused this group to pay a profit, as a whole, 
of $10 million over out-of-pocket costs. Since there are many millions 
of copies of very lightweight magazines and periodicals included, 
which would still pay only a fraction of their out-of-pocket costs, it is 
clear that our analysis is basically correct and that the larger maga- 
zines would have been required to pay the Post Office a tremendous 
profit. 

The Cuarrman. To keep the record straight, your out-of-pocket 
costs per piece; is that based on 50 percent ? 

Mr. Incets. Yes, sir. 

The Cuamrman, You see what I am driving at, if it was not, there 
would be six there. 

Mr. Brumeavuex. Now, to summarize, these classifications | indicat- 
ing] receiving special rate consideration, having a very low weight per 
piece and having special rates, pay 17 percent of their out-of-pocket 
costs and I think occasioned a oa service cost of at least. $32 million. 
Under provisions of H. R. 11380, it would have been raised from 17 
percent of their out-of-pocket costs to a position of paying 18 percent 
of their out-of-pocket costs. Not a very big change. 

The second-class groups paying standard editorial and zoned adver- 
tising rates, these classifications here [indicating], would have occa- 
sioned a $41 million public service cost. They are now paying 37 
percent of their out-of-pocket costs as a whole. Weighing more than 
the other group did, under the provisions of H. R. 11880, they would 
have paid 64 percent of their out-of-pocket costs and it seems to me 
would have left the Post Office with a minimum public service cost 
here of $23 million. 
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The magazine and periodicals of general interest classification, being 
much the heaviest, now paying 66 percent of the total out-of-pocket 
costs would have been required to pay 120 percent of its out-of-pocket 
costs and that is just a summary of that. 

Now, lest you think that this situation comes about not so much be- 
cause of the weight of the publications but rather because of the, 
amount of advertising carried in such publications, I would like 
to show that from the figures of cost-ascertainment report of the 
Post Office Department, newspapers, under 5,000 circulation, are 71 
percent advertising; all newspapers, 56 percent advertising; maga-, 
zines under 5,000 circulation, 49 percent advertising; all magazines are 
49 percent advertising. All other publications in second class, 44 per- 
cent advertising and the total classification is 50-50, which is substan- 
tially what happens in the case of magazines and periodicals of gen- 
eral interest. 


so / Advertising vs Editor 
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The Post Office figures show a total out-of-pocket cost in fiseal 1955 
of approximately $147 million for the second-class groups referred to, 
a revenue of $59 million and, therefore, an identifiable public service 
element equal to approximately $88 million at present rates. We do 
not concern ourselves here with public service elements present in other 
classes of mail matter. 

The Congress, of course, may redefine what public service costs it 
thinks proper to incur for second-class matter and will properly do so 
as it considers problems of increasing costs in the Post Office and 
proper rates for items entered in the second-class mails. We feel that 
the above is the realistic and proper way to measure public service costs. 

The second-class rate problem: The first-class rate structure works 
out in effect to provide a sense-making piece rate—a rate designed to 
bear a direct relationship to the element which underlies costs, namely,’ 
the sortation and handling of pieces of mail. 

The third-class rate structure, likewise, is primarily based on a 
piece rate. Congress can easily vary this from time to time depend- 
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ing upon what discount it desires to give to third-class mail, but with 
assurance that the basic structure of piece rates is well attuned to the 
piece element which underlies costs. 

Yet, postal rates for second class are based almost entirely on 
weight, and, in the case of advertising matter, weight plus distance 
of transmission. The minimum rate per piece is only one-eighth 
cent. But, we know that post office second-class costs are occasioned 
predominantly by the collection, the sortation, and the delivery of 
pieces of mail. Weight of mail is a subordinate factor in influencing 
costs. It is clear that the rate structure for second-class mail has 
never been designed to produce revenue in any way comparable to the 
total allocated costs or even to the out-of-pocket costs of the various 
types of second-class mail. As far back as 1946 the famous Heiss 
report recognized this principle in the following words: 

Until the individually addressed piece which is a major factor in postal costs, 
is definitely recognized in second-class rates, there is no hope for any improve- 
ment in revenue approximating a substantial portion of the cost of the service 
rendered. The answer as regards this type of mail, as for all other second- 
class matter, lies in combined piece and pound rates proportioned fairly to the 
expense incurred by the postal service. Their establishment would lay the 
groundwork for correction of the highly unsatisfactory conditions now existing 
in this type of mail matter. 

However, I do not suggest that piece rates be raised as you know. 
I have a very simple exhibit which illustrates this. I have a first- 
class letter [indicating] which weighs 1 ounce, which I may send 
through the mail for 3 cents at the present time. I have here 5 
letters [indicating] which in total weigh exactly 1 ounce. May I 
send them eomak the mail for 3 cents? Certainly not. I must pay 
3 cents for each and every one of them, which makes sense because 
the cost of handling them is substantially a piece cost. 

I have here [indicating] a piece of third-class mail weighing 134 
ounces and paying a rate of 114 cents. I have here [indicating] 5 

ieces of third-class mail in total weighing 134 ounces and what do 
pay to send them through the mail? One and one-half cents each. 
ave here a copy of Life [indicating] weighing approximatel 
1 pound, which will cost me about 3 cents to send through the eit, 
which I sincerely believe more than covers out-of-pocket cost of 
doing so. If I were to decide instead of sending this 1 piece once a 
week, weighing 1 pound for 3 cents to my subscribers that I would 
send them 5 times a week a much smaller magazine and that these 5 
magazines in total were to weigh 1 pound, would I pay 5 times 3 cents 
or 5 times 2 cents or what not to send these? I would not. I would 
pay just exactly the same 3 cents for these 5 separate handlings as I 
pay for this 1 handling and I submit that is the heart of the second- 
class rate problem, if any one were to desire to make this classifica- 
tion pay its way. 
en adjustments in second-class rates are reasonable, the fact that 
rates have not been designed to relate directly or even proportionately 
to cost can be lived with by the industry. But when changes of the 
magnitude of those proposed in H. R. 11380 occur, the results, we 
believe, are both highly discriminatory and highly injurious to the 
publishing industry. Such a result occurs because the incorrect in- 
formation or analysis is unintentionally made available to the appro- 
priate committee. 
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To what ends might such ratemaking logically lead us? Some 
have asked that second-class mail pay its fully allocated costs. The 
attainment of such an end seems fantastic to those who have con- 
sidered the facts of the situation. Others ask that all second-class 
mail pay its out-of-pocket costs. How could this be accomplished ? 
Who would recommend that minimum-piece rates be raised to, or close 
to, the 1% cents necessary to cover out-of-pocket costs on small publi- 
cations ? 

Certainly my company would not advocate such a drastic step, 
which would indeed be disastrous to the policy under which the smaller 
elements of the publishing industry have been operating in the public 
interest. Another and diametrically opposed way in which it theo- 
retically could be accomplished, would be to increase the rates on 
editorial and advertising matter to double those advocated in H. R. 
11380.* This would mean that Life, for example, would have to pay 
a rate more than 314 times its out-of-pocket costs or 13, times its fully 
allocated costs. This is entirely contrary to the philosophy that no 
user should be required to provide a profit in order to pay for the in- 
tended public-service benefit of another user. 

Policy conclusions: We believe that in summarizing the evidence 
which we have attempted to present, the following points are relevant 
to the policy decisions for which your committee is responsible. 

One, low postal rates are essential for many publications which per- 
for a public service by disseminating news, information and educa- 
tional material. The Nation's welfare would be seriously affected by 
the absence of these mediums. Their support, in the form of low postal 
rates involving considerable amounts of public-service costs, should be 
accepted as a matter of national policy. 

Two, when considerations of cost are relevant—as in the case of 
many commercial publications—out-of-pocket costs should be the 
basis of ratemaking. 

Three, ability to pay should not be applied to the degree that one 
publication should pay more than its proper share; that is, one publi- 
cation should not be expected to bullion a less fortunate publication. 

Four, the importance given to weight and distance in ratemaking 
has been extended to its maximum logical economic limit. 

_ Five, advertising matter should not be subjected to punitive rate 
increases. 

Thank you very much for allowing me to appear before your com- 
mittee today with this rather long presentation. I appreciate the 
courtesy very much. 

Mr. Brawtey. Mr. Chairman, I have some questions I think would 
clarify the position taken by the Citizens’ Advisory Council in its 
report entitled “The Post Office As a Public Service.” The council, 
as I have told the committee before, used the figures from the 1955 
Cost Ascertainment Report and, in doing so, aeekiiee fully allocated 
costs. I believe the Postmaster General and Mr. Stans appeared be- 
fore the committee and, in discussion of the policy report, took violent 
exception to the we and said that the true public welfare or public- 
service costs should be the revenue that would be produced from cur- 
rent rates charged by the Post Office Department. 

Now taking, for instance, on page 16 of the Advisory Council re- 
port, I think you touched on it fghtly in your testimony before here 
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this morning, the cost ascertainment report says that the fully allo- 
cated costs of free-in-county newspapers is $13.3 million, which the 
Citizen’s Advisory Council used as its part of the public welfare cost. 

Mr. Stans, in his testimony, took exception to that figure and stated: 

The major item in this group is “free-in-county” delivery of newspapers, at a 
cost of $13.3 million. Our measure of the public welfare in this is $800,000, 
since that is the amount of postage which would be received on all these mailings 
if they paid the regular “in-county” rates that would otherwise be applicable by 
law for second-class mail. The extent of subsidy can be only the price conces- 
sions granted to this subgroup of mailers. The full cost of $13.3 million on this 
mail would properly state the subsidy only if all second-class mail paid its full 
cost, which, of course, is far from true. 

Now I believe that you have used the out-of-pocket cost method, 
which is actually what you believe to be the true cost of the Post ¢ lice 
Department for handling this type of mail at $6 million. Do you have 
any comment on the differences? We have now presented to this com- 
mittee three separate figures. 

Mr. Brumpavenu. Well, may I ask Mr. Ingels to comment about 
that ? 

Mr. Braw.ey. Yes. 

Mr. Ineets. Mr. Brawley, in the first place, what we were trying 
to measure is that we believe out-of-pocket costs for a class of mail 
which historically has been given low rates are the proper costs. In 
other words, what does it really cost the Government to extend these 
rates to carry this educational material there out through the country 
and the only estimate we have is the 50 percent, which the Department 
has estimated. Therefore, that is what we have used and, of course, is 
how we got $6.6 million. 

The CHarrmaNn. So, your estimate is just about twice the estimate 
made by the council’s report. 

Mr. Incets. This committee took the actual figure. 

The CuarrMan. Instead of 6, be 12? 

Mr. Incexs. $13.3 million would be the actual correct figure. Now, 
Mr. Stans says only $800,000 and I notice he says the additional would 
be a subsidy only if all second-class mail paid its full cost. 

Now, the only question I ask of this committee or anyone else is, 
does Mr. Stans recommend that we increase the rates for “free-in- 
county”? He does not, sir. He doesn’t ask that nor do we advocate 
that they should pay any postage. The “free-in-county” is a fine thing 
but it is a cost to the Government, a minimum of $6.6 million and if 
it is only $800,000 public service, that leaves $5.8 million. 

He was asked here, who is supposed to pay for that and there was 
no answer. We only state that in all fairness, we do not believe we 
should have to pay for it. We think in the wisdom of the Congress 
that that mail should be carried that way but it does cost our Govern- 
ment a minimum of $6.6 million out- of-pocket and that is clearly to 
me a public service. 

The Cuatrman. Don’t you think that most of the classes—first class 
and any other class—feel that they should not pay for somebody else’s 
service ? 

Mr. Inaets. I could not agree more. Why should first or third or 
any other mail payer on a clearly designated congressional low rate, 
which is for free-in-county newspapers and which no one proposes to 
raise, why should any mailer pay for it? That is clearly a cost to our 
Government. 
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The Caareman. You think the Government, then, should pay it and 
not the people that are using the mail ? 

Mr. Ines. Not the user, no sir, I think that if our postal service 
is a national service, it is a part of our Government like any other 
department and this is part of its service. This is part of the cost 
of it which is an overall governmental cost. 

Mr. Brawtey. Of course, there is a difference of opinion in the 
public-service item. The cost-ascertainment report on fully allocated 
cost basis says that it costs the Department $13.3 million to handle 
the mailing of free-in-county newspapers. You say it is only $6.5 
million. Where do you think this other $6.5 million should be allo- 
cated? To what other class of mail ? 

Mr. Inoers. Mr. Brawley, we have appeared before the House, 
which is currently hearing on a rate bill and over there, the Post 
Office has testified again and again that there are many costs—I be- 
lieve there are about 3 pages of their testimony which adds up to 
some $170 million, which is for premium wages for peak night crews, 
extra pickups, and all sorts of things, which they admit are allocated 
across second- and third-class mail, which really should not. be, but 
they say it is too expensive, too difficult a cost problem to do it right, 
so it gets allocated across to second- and third-class mail. 

We believe that the Post Office testimony is basically correct. 
There are a great many things in our postal service, a great many 
costs which are engendered primarily because you have first-class mail 
and when you allocate properly on the out-of-pocket costs, then that 
remaining cost. goes into the first class, which we think is proper. As 
I say, Mr. Stans has testified to that effect. He knows that there are 
® great many expenses which are incurred only because of first-class 
mail and yet second and third, through their across-the-board alloca- 
tion system, have to pick it up. He made the statement that it is 
too difficult for us to try to account for it any other way. 

Mr. Brawtery. Again, in the council’s report, they take the item 
from the cost-ascertainment report on publications at $46.2 million. 
I think the figure stated by Mr. Stans in this instance was $2.3 million. 
I believe your figure was $22 million ? 

Mr. Incers. Twenty million. 

Mr. Brawtey. Twenty million dollars. 

Mr. Incers. That is arrived at in the exact same way as free-in- 
county. On an out-of-pocket basis and the best available figure we 
used, it costs our Government $20 million out of its pocket to extend 
that service to these wonderful publications and if there is only 2 
million in public service costs, as Mr. Stans says, that leaves $18 
million. He has not asked for any rate increase in this group and I 
once again submit to you in all fairness, who is supposed to pay for 
that? We think the only way you can account for that is to say that 
it costs our Government $20 million. 

The Cuatrman. Now then, something was said about not using a 
more up-to-date cost ascertainment figure. Is it not true, if you had 
more pieces and more delivery, it would be increased at about that 


same ratio so really, it would make the loss go up instead of going 
down ? 


Mr. Inates. That is right. 
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penny Cartson. I think we are handling about 60 billion pieces 
of mail. 

Mr. Ineets. The figure here is 55.2. 

Senator Cartson. That is 1955 however. 

Mr. Brawuey. The estimate, I believe, made by Mr. Summerfield 
last July for the Appropriations Committee was that he would han- 
dle 58,300 million pieces this year. His estimate of this past January 
or February, I believe it was, was that he would handle only 58 billion 
pieces of mail this year, which is a reduction of 300 million over his 
anticipated volume of July 1 last year, on which basis the appropria- 
tion was made to his Department. 

Senator Cartson. I think you will find that the Postmaster Gen- 
eral contends now he underestimated the amount of mail that he 
would handle this past year and, therefore, he needs this deficiency 
that has us in some difficulty. 

Mr. Brawtey. His own figures presented to the House Appropria- 
tions Committee show that he overestimated by 300 million and got 
appropriations to handle 58,300 million pieces of mail. 

The Cuarrman. I wonder how much has been added by third class? 
I would like to have that figure, not that I am for cutting that out—I 
want that plain, for that is bringing into the Government millions and 
billions of dollars. I understand third-class mail increases the 
Nation’s income by $7 billion. You can imagine the people that would 
be employed and the income and other taxes that would be paid all 
along the line. 

So, it is hard to tell in all of these things just what to do and what 
not to do for the good of the Government all away across the board. 

Mr. Brawiey. Mr. Ingel, to run through this just briefly, they take 
an item from the cost ascertainment report of $48 million for han- 
dling special services. Mr. Stans’ figure on that was 

Mr. Incexs. (interposing). Nothing. 

Mr. Brawtey. That is right, nothing. 

Mr. Incets. Well, sir, all the comment I can make is that it was 
my understanding from this report that this is what the current pub- 
lic service cost is. It does not say that it should or should not be 
changed, which is the prerogative of Congress, but this is what the 
current cost is and Mr. Stans says, “Well, we are studying this and 
we intend to maybe cut the cost or maybe increase fees,” or some 
such thing. The fact remains to me, sir, that they had 4 years if 
they really wanted to do this and it has not been done. It is defi- 
nitely a loss currently, so I would submit that this report is currently 
correct, that there is a $48 million loss there and it would appear to 
be the policy or has been thus far—it has not been changed—to carry 
this. 

Mr. Brawtey. You have no out-of-pocket cost figures for this item ? 

Mr. Incets. No, sir, no estimate on that. 

Mr. Brawtiey. I direct your attention to pages 26 and 28 of the Citi- 
zens’ Report, the item of 95 million on page 26 for rural free delivery 
and an item of 51.8 million on page 28 for loss in third- and fourth- 
class post offices. What is your comment on that, sir? 

Mr. Incets. Well, sir, I know that Mr. Stans attempted to say that 
there wasn’t any substantial loss here in the case of rural free delivery 
and in the case of third- and fourth-class post offices. I think in the 
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first place, anyone who is a serious student realizes there is a substan- 
tial loss and he attempted to explain it away by applying all the 
revenue which was received, let’s say, in first- and second-class post 
offices and the mail finally being delivered in third and fourth or on 
rural routes. He took all that revenue and applied it over on to rural 
routes and over on to third and fourth class. 

He did not move any of the expense involving sortation, pickup 
handling, facing and canceling, and everything else that has to be done 
until it gets on the road. I would submit that this could—I am only 
speculating as I do not have exact figures—be the accounting feat of 
the century if you could apply, as I estimate this, a revenue three 
times. Let me give you an example. Let’s take a 3-cent letter that 
we mail here in Washington and you are going to send it on out toa 
fourth-class post office and it will be delivered on a rural route. What 
I understand Mr. Stans to have done is to take the 3 cents that we pay 
here in Washington and allow that to stand for the costs of handling 
and facing and sorting and what have you here in Washington. 

He takes the same 3 cents, fully, not a part, but the same 3 cents and 
applies it to the cost of third- and fourth-class post offices. Then 
once it is sorted down in the delivery post office and put on the rural 
route, he takes the same full 3 cents and applies it over on the rural 
route, so that it looks like a 3-way way to spread our money and if 
this could be done, I think it is marvelous but I am just speculating, 
it looks to me that is what the answer is. He has used this money 
3 different ways and, obviously, you cannot take $200 million away 
from the larger post offices—I do not have the figures—you might very 
well throw those into a loss. 

Incidentally, I would like to refer to the Carlson report, which is 
one of the basic bibles in this problem and in the case of rural routes, 
on page 265, they refer to a current act which prevents the consoli- 
dation of rural routes except for death, retirement, or discharge, 
because of some misdemeanor and it recommends in this report that 
be amended. I think that the act was passed in 1934 and I think you 
can explain why. It was in the heart of the depression and people 
did not want to let off our postal workers. They wanted to maintain 
jobs but that still continues. They cannot consolidate routes. 

I noticed in the Postmaster General’s annual report this year, he 
was able to consolidate only 188 out of 32,000 routes. Now, it seems 
to me, with modern roads and transportation, that if you wanted to, 
you could repeal or amend that so that there could be more consolida- 
tion and we could save a lot of money. I have not noticed it in his 
legislative program, so it seems to me right there, it shows you there 
is a lot of public service cost. 

The Cuatrman. Now we are talking about saving money when we 
talk about fourth-class post offices, are we not ? ; 

Mr. Incets. Sir? 

The Cuarrman. We are talking about saving money. If you just 
wanted to save money, you could cut them out ? 

Mr. Incets. That is correct. 

The Cuarrman. Now then, I do not believe there is anything in 
this report here about this, but if we wanted to save a little money 
couldn’t we save about $21 million by cutting out your regional offices # 

Mr. Incers. That may very well Be. 
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The Carman. I understand that is what it cost to set them up. 
They have been set up recently and if you were just wanting to save 
money, you could do that. 

Mr. Brawtey. In other words, Mr. Ingels, your position is this: 
You do not fully agree with the Citizens’ Advisory Council report 
that the true public welfare amount is $392 million nor do you agree 
with the Post Office Department that the true amount is roughly $30 
million. You think the total amount is approximately what, about 
$200 million? 

Mr. Ineexs. I do not know, Mr. Brawley. I do not mean to disagree 
with the Citizens Advisory Council report. What I meant to say 
is that the out-of-pocket losses we cited represent the absolute mini- 
mum figure for public-service costs. I have not gone all the way 
through this from that standpoint. I think Mr. Brumbaugh has, 
and in my opinion he has a very fine understanding of the broad 
problem on that question, and I would like to have him give you his 
opinion. 

Mr. Brumpaveu. I would just like to say that as far as I am con- 
cerned, I think your committee has undertaken here both a very 
important task and a very difficult task. I would hate to see this pro- 
ceeding, which I think is most important, sort of break down into a 
bookkeeping battle. I am sure you would not let it do that but it 
seems to me to be basic in this situation that many postmasters over 
the last decade, many Postmasters General have disagreed, from time 
to time, as to the elements of business and the elements of public service 
in the postal system and that the Congress has been a balance wheel 
in that situation and continues to be such. I think it is most important, 
in looking at these figures in this operation, to consider that this is a 
balancing operation. 

I feel that the post office has, in this instance, definitely understated 
the public service aspects of this situation and indeed, if you were to 
literally believe that there is only $30 million worth of public service 
in this operation and the rest of it is just a matter of management 
and setting rates, I would think that you would want to turn it over 
to private industry. I mean to say, it would really be ridiculous to 
talk about a figure of $30 million in this operation as representing the 
public-service costs. 

Senator Cartson. Mr. Brumbaugh, I want to ask you, did you total 
up the amount you figured was public service in second class? You 
have discussed second class generally this morning. What is the total 
roughly ? 

Mr. Brompaven. I think about 80 million without including in 
that any element for the cost of third- and fourth-class post offices 
or rural delivery, things of that sort. This is a different sort of exer- 
cise so I came with that figure under present rates. 

It seems to me quite evident that this problem is not just a book- 
keeping problem. I think it is literally impossible to go through this 
great, vast operation and set down opposite every little public-service 
element in it, a figure. If you did that right 1 year, it would not be 
right the next year, and so, it would seem to me that maybe when we 
go through this difficult operation, you will realize you cannot put 
a definite figure on each item and perhaps you will have to come out 
with a percentage application in the thing, maybe 10 percent, 12 
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percent or whatnot. That is what I feel about it in the broad sense. 

Senator Cartson. Mr. Chairman, I think that Mr. Brumbaugh and 
everyone else who has worked on this realizes we have a problem here. 
You show a public service of $80 million on second class or more and 
the Post Office Department is 30 million on all classes, and the Citi- 
zens’ Advisory Council came in with 394 million on all classes, so 
I think we have a little problem here to try to get this correlated and 
worked up. 

Mr. Braw ey. It dramatically points up the decision that the mem- 
bers have to make. 

The Cuarrman. According to this, I think they claim that the costs 
for handling second class was somewhere in the neighborhood of $280 
million. They receive $60 million approximately now, I think; is that 
correct ¢ 

Mr. Incexs. Sixty-six, I believe. 

The Cuatrman. Then when you subtract those figures, you have 
approximately $220 million. Now, of that $220 million, just what 
amount of it is public welfare service? That is the question that we 
are trying to determine. 

Mr. Incets. Sir, if you go back to the post office’s accounting rec- 
ommendation, which is that they estimate that really, the real true 
cost is not the $297, it is approximately half of that. That is the 
really true cost to the Government of granting these special rates for 
second-class mail, so that is about $150 million. 

Now, what we are trying to say is that the current public service 
costs, as computed on those charts, is about $88 million. That doesn’t 
mean, sir, that it should not be changed, that it should not be made 
something smaller by increasing the rates, but on the other hand, we 
ask only that the rate structure be considered, that you cannot go 
on just raising it on weight, where the heavier pieces year in and 
year out provide all the funds to make up for part of this second- 
class deficit. 

The Cuarrman. Of course, the question before us all is, who will 
pay for the deficit ? 

Mr. Incexs. That is correct. 

The Cuarrman. And that is what we are trying to find out here. 
I know this committee is working hard on that. Snes that has been 
determined, we will know how much to increase the rates to make the 
Department self-sustaining. 

Mr. Incexs. That is right. 

Mr. Brawtey. Mr. Chairman, as you know, we had invited Mr. 
Coleman, president of Burroughs Corp. and also president of the 
chamber of commerce, to appear before the committee this morning. 
He declined because of prior commitments. 

I do have the results of a survey recently conducted by the 
American Chamber of Commerce on the mail service. I think it 
points up dramatically the deferred service that has been talked 
about here many times before. 

The survey was conducted out of Washington to Florida, Wis- 
consin, Ohio, Texas, West Virginia, Nevada, Louisiana, Alabama, 
Montana, Iowa, California, New York, Minnesota, Illinois, and 
Rhode Island. The results show that the average time in transit 
for first-class mail was 48 hours and 32 minutes. The maximum time 
69 hours and 15 minutes; minimum time, 21 hours and 5 minutes. 
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It shows that on airmail, the average time in transit was 28 hours, 
44 minutes; maximum time, 39 hours; minimum time, 17 hours. 

It shows that in the executive second-class mail, time in transit was 
70 hours, 24 minutes; maximum time, 109 hours and 30 minutes; and 
minimum time, 37 hours and 15 minutes, 

The journal second-class mail, average time in transit was 7 days, 
6 hours and 19 minutes; maximum time in transit, 11 days, 15 hours, 
and 45 minutes; minimum time in transit, 3 days, 14 hours. 

2 Has that been your experience with the mail service, Mr. Brum- 
augh ? 

Mr. Bromsaveu. I think it is absolutely uncontested and the post 
office testifies to it, every large mail user of second- and third-class 
mail knows that he has to allow much longer for items to go through 
the mail in second and third class than he does first class. I think 
that is really an uncontested fact. 

I do not think I ever made any particular surveys as to exactly 
what happens, but that is absolutely basic. 

Senator Cartson. May I inquire if Mr. Coleman will testify later? 

Mr. Brawtey. He indicated he would testify before the committee 
when it considers postal legislation. 

The CHarrman. Any other questions? 

Senator Cartson. No; I just want to say this is the kind of infor- 
mation we need from different groups, different individuals. We are 
going to try, as far as I am personally concerned, to go into every 
phase, so I appreciate this help this morning. 

The Cuarrman. We certainly appreciate your coming. 

Mr. Brumpavuan. We appreciate the courtesy. 

The Cuamman. We appreciate your explaining it to us because 
this is a very technical matter and to say the least, it is hard to under- 
stand. 

Mr. Brumpaver. Very complicated. 

The Cuarmman. Yes. Are there any questions? Senator Martin? 

Senator Martin. I need to know whether all the figures used all 
through your study are based on the 1955 report ? 

Mr. Brumswaven. I believe that is correct. 

Senator Martin. You testified they were based on the 1955 data 
of the Post Office Department? 

Mr. Brumeaver. These general statements? 

Senator Martin. Your entire statement ? 

Mr. Brumwaven. The particular figure at least on Life was for an 
earlier year and, therefore, I analyzed that particular year in that 
case. But, other than that, I believe that they are all for 1955. 

Senator Martin. What other year did you use? 

Mr. Incets. It was based on 1952 Cost Ascertainment Report. 

Senator Martin. Did you adjust to later data those figures based on 
1952? 

Mr. Incets. No, sir, it is impossible to do that although the cost per 
piece is up only some 5 or 6 percent since those figures in second-class 
mail. 

Senator Martin. You could not adjust those? 

Mr. Incets. No, sir; we do not have available proper figures. 

Mr. Brumpavexr. Cost per pound is down. 

Senator Martin. There are a considerable number of factors in- 
volved since 1952. 
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Mr. Incets. That is the amazing thing in second-class mail, the cost 
per pound of second-class mail actually is down since 1952 and the 
cost per piece itself is up about 5 percent, so that the increased volume 
apparently is apt to offset some of those factors. 

enator Martti. I do not want to delay the committee for the Sen- 
ate session, but I want to know also whether you advocate the cost 
basis you used, the one you advocate here, for all classes of mail, the 
out-of-pocket costs within the classes? 

Mr. Incexs. No, sir, I think we were talking here precisely on 
second-class mail because that is a recognized category —— 

Senator Martin (interposing). You are not trying to testify about 
any other class? 

fr. Ineexs. No, sir. 

Senator Martrxn. When you got down to the small post offices, I 
thought maybe you were venturing outside that field? 

Mr. Incets. No, sir, I was attempting to comment on what public- 
service costs were involved within the postal service. 

Senator Martin. Then you do not advocate whether or not, as a 
committee, we should recognize out-of-pocket costs in other classes 
of mail? 

Mr. Ineets. Just following the Post Office’s own recommendation 
on that. 

Mr. Brumsavueu. The Post Office has indicated the thought that 
the principles should be extended on a partial basis to third-class mail 
as well. 

Senator Marri. There is 1 statement on 1 of your charts here. 
You make the statement that the Post Office Department recommended 
out-of-pocket costs. I was under the impression that they have not 
made such a recommendation. 

Mr. Brumpaucn. They recommended the application of a 50-per- 
cent formula to coeds mail, which is the same as out of pocket 
for all practical purposes. They said they did not like to look at it 
as out-of-pocket costs but they recommended the extension of the 
principle of 50-percent allocation. 

Senator Martin. It has been so long since I was a student of cost 
accounting that I will not attempt to analyze your figures on short 
notice. 

You will forgive me for not trying to analyze them because I do. 
not know enough about the subject to undertake such analysis. 

Mr. Brumsavueu. It isa difficult subject. 

The Cuamman. Are there any other questions? 

(There was no response. ) 

The Cuatrman. If not, the committee will be adjourned until we 
meet tomorrow at 10:30 a, m. 

(Whereupon, at 12:30 p. m., the subcommittee was adjourned to 
reconvene at 10:30 a. m., Thursday, April 11, 1957.) 
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THURSDAY, APRIL 11, 1957 


Unirep States SENATE, 
(COMMITTEE ON Post Orrice AND Civit SERVICE, 
SUBCOMMITTEE ON Postat Po .icy, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10:40 a. m., 
in room 135, Senate Office Building, Washington, D. C., the Honorable 
Olin D. Johnston, chairman, presiding. 

Present: Senators Johnston, Scott, Carlson, Martin, and Morton. 

Also present: H. W. Brawley, executive director, and Frank A. 
Paschal, staff member. 

The Cuarrman. The committee will come to order. 

Our first witness this morning is Mr. Max Adler. Is he present? 

Mr. Brawury. Yes, sir. Mr. Adler, would you come over here to 
the table, please ? 


The CuairmMan. Will you please identify yourself fully for the 
record. 


STATEMENT OF MAX ADLER, PRESIDENT, SPENCER GIFTS, INC., 
ATLANTIC CITY, N. J. 


Mr. Apter. My name is Max Adler. I am the president of Spencer 
Gifts, Inc., of Atlantic City, N. J. My company is a mail-order firm, 
selling gifts, housewares, toys, et cetera, to customers all over the 
United States. The company was started by me in 1948. In that 
year we grossed ccaahaienade $50,000. In the present year we will 
have sales in excess of $2 million. We depend 100 percent on the 
mails to sell our products. We have banked on the good faith of the 
United States Government, assuming as we had every right to, that 
this important governmental service would continue as it has since 
the inception of the Republic. 

We employ 150 people at the present time. We expect to expand 
our operations and to employ 450 people by October of this year. 
Our success in the direct-mail field has been a boon to Atlantic City, 
which incidentally, is a depressed labor area. Our payroll is one of 
the largest there. 

I received a copy of the Citizens’ Advisory Council report when 
it was issued several weeks ago. A group of us in Atlantic City con- 
sidered it such a fair and objective document that we paid for a full- 
page ad in the Atlantic City Press in order that the citizens there 
might be informed as to the contents of the report. I submit a copy 
of that ad for the record. 

The CHatrrman, That will be accepted as an exhibit. 
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(The above-mentioned document has been filed with the committee. ) 

Mr. Avuer. I visited for a half hour with Senator Case of New 
Jersey yesterday to urge his careful study of the report. There have 
been some statements by the Postmaster General to the effect that the 
report is not a reliable document. I am glad that this committee is 
determined, through these proceedings, to ascertain who is right. 
That is the democratic way of doing things. 

If the council’s findings and recommendations are valid, then it will 
be obvious that the Summerfield rate bill would force the business 
users to the mail to pay for free and subsidized public welfare activi- 
ties of the postal establishment. 

I am sure that this committee is concerned about the economic 
impact of the Postmaster General’s threatened embargo of the third- 
class mail. 

I can say to you categorically that such an embargo would threaten 
my company with bankruptcy. I seriously doubt the legality of Mr. 
Summerfield’s embargo order. He has thrown the direct-mail adver- 
tising industry into a state of panic and confusion. Millions of people 
are fearful of losing their He s. I am afraid my investment will be 
wiped out jsenplensly: Multiply this by the 232,000 other third-class 
— holders and you will see the nationwide calamity that would 
result. 

Since this committee is concerned, in its consideration of policy, 
about the impact of rate increases on the users of the mails, I sincerely 
hope legislation will be introduced and enacted which will make it 
perfectly clear to the Postmaster General that he does not have the 
right to embargo any category of mail. If this embargo were carried 
to its logical end, the Postmaster General could emerge a veritable 
dictator. He could turn the mails on and off at his pleasure. An 
unscrupulous Postmaster General motivated by political considera- 
tions could suppress mailings of the opposition party and keep the 
——- from communicating with American citizens. He could 
embargo mail at will. I am sure we do not want that to happen in our 
country. 

The CHatrman. How long did you say you have been in this 
business ? 

Mr. Apter. Since February of 1948. 

The Caamman. What kind of work were you in prior to that time? 

Mr. Apter. United States Army Air Force. 

The Cuatrman. How long were you in the Army Air Force? 

Mr. Apter. A little over 3 years. 

The Cuarrman. A little over 3 years? 

Mr. Apter. Yes, sir. 

Mr. Brawiry. What were your experiences in the Air Force? 

Mr. Avtzr. I enlisted as a private at the beginning of the war, I 
got a commission and flew with the 15th Air Force until I was shot 
down over Hungary and imprisoned in a German prison camp. 

The Cuarrman. How long were you a prisoner? 

Mr. Avier. Six months. 

Mr. Brawiey. When did you get out of the service ? 

Mr. Apuer. I got out of the service the end of 1945 and I was look- 
ing for some kind of a business to go into. 
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After studying the postal system and seeing the other direct mail 
users who were in business I decided that was the thing I was going 
to make my life’s future. 

Mr. Brawtey. Yours is strictly mail order; you do all your sell- 
ing through the mails? 

Mr. Apter. One hundred percent. We use the third class to sell 
and we use the first class to get our orders and the fourth class to ship 
our merchandise. 

The Cuarrman. What will hurt your business the most ? 

Mr. Apter. Well, a third class embargo would put us out of busi- 
ness; we have 1,300,000 catalogs scheduled to go into the mails dur- 
ing the month of May. It is an investment of over $150,000 for us 
which, with our capitalization, is a very large investment. 

Mr. Brawtey. Are you the sole owner of this company ? 

Mr. Apter. No; I am not. 

Mr. Brawtey. You have partners? 

Mr. Apuzr. Yes, it is a corporation. 

Mr. Brawizy. How were you able to enlarge a business from $50,- 
000 in 1948 to $2 million this year? All through direct mail? 

Mr. Apter. Yes. In fact, we have a building under construction 
now, a $675,000 project. If this embargo goes through it will not 
only threaten us with bankruptcy but our contractor, who is a small- 
business man, it is the largest building he has ever put up, our sub- 
contractors and suppliers who are small-business men 

The CHairman (interposing). Not counting the stamps what 
would you say your business brings into the Government im taxes 
a year, roughly speaking ? 

Mr. Apter. Our income tax? 

ee Carman. Income and other taxes, too, as far as that is con- 
cerned. 

Mr. Apier. Last year our income tax was $66,000; this year— 
our fiscal year ends this month—it will be close to $100,000. We 
spent with the Post Office $500,000 this year between first-, third-, and 
fourth-class mail. 

The Cuarrman. Five hundred thousand dollars? 

Mr. Apter. Yes, sir. 

Mr. Brawtey. I noticed you mentioned that Atlantic City is a de- 
pressed area ; is your industry important to that area ? 

Mr. Apter. It is very important, because our busy season starts right 
after Labor Day, at which time all the hotels are laying off their help 
down there, and we pick up that slack to a great extent. 

Mr. Brawuey. You have how many employees now ? 

Mr. Apter. One hundred and fifty. 

Mr. Brawiey. You said you were going to enlarge to how many ? 

Mr. Apter. Four hundred and fifty this fall and six hundred next 
fall. 

Mr. Braw.tey. Where are you going to house these people? 

Mr. Apter. In our new building we are contemplating building; in 
fact, it is under construction; it was started January 16. Construc- 
tion will have to stop on it if this third-class embargo goes through, 
and I am just one of the small-business men of over 200,000 of the 
third-class mail-permit holders who are similarly affected. 
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Mr. Brawriry. How far in advance do you plan your third-class 
mails / 

Mr. Apter. Third-class mailings are planned about 16 weeks in ad- 
vanee, but our entire overall year’s operation is planned 1 year in 
advance; we run on a budget. 

The Cuarrman. I notice in this ad you make reference to this report 
that is now pending. 

Mr. Apter. Yes; the Citizen’s Advisory Council Report. 

The Cuarrman. You urge the adoption of the report of the Citizens’ 
Advisory Council to the Senate Post Office Committee. Just why do 
you recommend that ? 

Mr. Apter. Well, I think it is good, honest bookkeeping; and I think 
if we looked at the post- -office problem realistically anc ae up a realistic 
problem, we would not have these yearly rate battles. 

The Carman. So you think, then, that Congress should decide just 
what their policy is going to be in regard to——. 

Mr. Apter (interposing). I would like to see Congress decide it. I 
do not like to see an appointed official assuming dictatorial powers. 
This current Postmaster General has the powers of life and death over 
me the way he is acting. 

The CHatrMan. Well, we are the ones who set the rates, so we 
ought to have some pegs to go by when we are setting the rates; is 
that not true ? 

Mr. Apier. Correct. That is the way I feel. That is the reason I 
favor this report; it gives you something to hang your hat on before 
you sit down to work. 

The Cuarrman. Are there any other questions ? 

Senator Cartson. Mr. Adler, I did not know you were going to 
appear this morning. I just want to state that I have several wires 
from my own State, and some of these people that I know personally 
are in the business field and in distribution of commodities and selling 
through third-class mail, and they, too, are concerned. 

I was sorry I did not know you were coming down, I would have 
brought some wires down. I may make them a part of the record at a 
later time. 

Mr. Apter. I possibly know some of those people. I have talked to 
a lot of the people in my industry. To put it mildly this third-class 
embargo has them panic stricken, the printers do not know whether 
to buy paper; printing contracts are canceled and the printing indus- 
try is hurt. The small manufacturers who manufacture the type of 
goods that are sold in third-class mail are caught with inventories 
which they cannot move next month. This whole industry will grind 
toa halt next month if this embargo continues. 

Senator Cartson. I just wish to state that I think you are one group 
of people in our Nation that would be seriously affected because usually 
and generally speaking small operators start as you did here and 
build up 

Mr. Apter (interposing). I started with $200. 

Senator Carison (continuing). It is not like General Motors Corp., 
or Ford Motor Co., or the steel industry which have many fields and 
many outlets. This is one individual outfit that your company and 
these other companies have and I think myself that it is something we 
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should give very serious concern to before we go through with an 
embargo on third-class mail. 

The Cuarrman. [agree with you. 

Mr. Apter. I would like to point out, similarly if the Panama 
Canal appropriation were cut would they close the canal for a month, 
only let oil tankers or not let freighters go through, or how would they 
handle that? 

Mr. Braw ry. I am interested in your statement that you say you 
plan a mailing 16 weeks in advance. 

Mr. Apter. Yes. 

Mr. Brawtey. Do you have any plans 

Mr. Apter (interposing). I have already contracted my May mail- 
ing and July mailing. 

Mr. Braw.ey. How much money have you invested ¢ 

Mr. Apter. About $150,000 in each mailing. 

Mr. Brawtey. So, in fact if this embargo goes into effect 

Mr. Ap.er (interposing). It will wipe out our capital structure. 

Mr. Brawtey. You will lose $150,000? 

Mr. Apter. That is right. We will be out of business, we have our 
overhead, we have our commitments and contracts, if we cannot sell 
goods we are out of business. 

I think it is more or less a pressure operation. I think Assistant 
Postmaster General Stans said at one point that he would price 
third class out of business, and I think that this embargo is just 
another part of this same plan. 

Senator Cartson. Mr. Chairman, I want to comment on that state- 
ment just made by Mr. Adler. 

You know as chairman of this committee, and I know, too, from 
many years’ experience, that there has been a group that have recom- 
mended that the Post Office Department set rates. We have been con- 
fronted with that during Postmaster Donaldson’s and Summerfield’s 
administration, the same recommendations, and I want to say that this 
recent release on how they are going to handle and cut operations of 
the Department, embargo mail, is all the proof that I ever needed, if I 
ever needed any additional proof, that Congress must retain control 
of setting rates because the statement just made, the Postmaster Gen- 
eral so felt he could place a rate on the mail that would completely 
drive it out of the mails. I for one have always opposed it and this 
has given me more proof than ever that we must continue to oppose 
it. 

The Cuarrman. You know, of course, that I feel the same way 
you feel. Ihave talked with you about it. 

Mr. Apter. I am down here fighting for my business life. Thank 
you very much for your time and pondidiuretiom. 

The CuatrMan. Weare certainly glad to have you. 

If you have a brief statement after you leave here that you wish to 
put into the record you will be privileged to do so. 

Mr. Apuer. Thank you. 

The Cuarrman. We certainly thank you for coming, too. 

The next witness is Mr. Herbert B. Brand, director of the Asso- 
ciation of American Railroads. 

Mr. Brand, please identify yourself fully for the record so that 
anyone picking up the record hereafter will know just who is speaking. 
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STATEMENT OF HERBERT B. BRAND, DIRECTOR OF THE RAILWAY 
MAIL TRANSPORTATION DIVISION OF THE ASSOCIATION OF 
AMERICAN RAILROADS 


Mr. Branp. Mr. Chairman, I would first like to thank you for the 
promotion that you just gave me, but I am not the director of the 
Association of American Railroads. 

The Cuarmman. That is what is before me. 

Mr. Branp. Thank you. 

Mr. Chairman, and members of the committee, I am Herbert B. 
Brand; my address is 705 Transportation Building, Washington 6, 
D.C. Iam the director of the Railway Mail Transportation Division 
of the Association of American Railroads and have held this position 
since the division was established in 1954. Prior to this time I served 
for several years as chairman of the Committee on Railway Mail 
Transportation, a national railroad committee established in 1910 to 
peoveds a central organization for handling the general mail problems 
of the railroads with the Post Office Department and vice versa. 

I appear before you today in connection with the report to your 
committee dated February 26, 1957, by the Citizens’ Advisory Council. 
On four pages of this report the advisory council makes statements 
and arguments concerning railroads. In every one of these four 
instances the report is incorrect, and the conclusions reached are 
totally false. 

These incorrect statements and conclusions are: 

First, page 24: The report argues that Public Law 199 is responsible 
for $73 million of the 1955 postal deficit. The facts are that Public 
Law 199 concerns only the size and weight limits on parcel post; 
present law provides that parcel post rates must be adequate to cover 
the cost of such service. Public Law 199 is therefore not responsible 
for any part of the postal deficit; its repeal would not reduce the 
deficit by any amount. 

The CHatrmMan. Does not the Post Office Department claim there 
is a deficit there? Let us get their record there. I believe they do claim 
there are deficits caused by the weight and measure. 

Mr. Brawiey. Mr. Chairman, the council used for its information 
testimony by James Nelson who was representing the Post Office 
Department appearing before the House committee in open hearings 
on January 11, 1954, and he made the statement that the effect of 
Public Law 199 decreased the revenue by $73 million in the Post 
Office Department. 

The Cuarrman. Take it from the Post Office and place that busi- 
ness with the Railway Express Agency. 

Mr. Brann. Mr. Chairman, if I may make this suggestion. We have 
a witness here, the express agency has a witness here that will cover 
this to a greater extent than I will. Now, they will clear that point up 
I am sure of that. 

The Cuarman. Let us ask it this way, then. If we repeal Public 
Law 199, would the express get just as much as they are getting now ‘ 

Mr. Branv. Well, I would have to ask the express agency to answer 
that question, sir. 

The Cuarman. We are not advocating that here, understand; we 
are only trying to show to the Post Office where the deficit came about. 
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We were not trying to regulate rates or to change law. The only 
thing that that committee was bringing out was just what was causing 
some of the deficit. 

Senator Caritson. We can ask the express people on that. 

Mr. Branp. Shall I proceed, sir ? 

The Cruatrman. Proceed. 

Mr. Branp. On page 34 the report argues that the Post Office is 
restricted by congressionally approved legislation so that it cannot 
use the most economical means of transportation, and that greater 
use of trucks instead of railroads would cut $85 million a year from 
Post Office expenses. The facts are (1) that the Post Office has com- 
plete freedom to use either truck or rail service; (2) the assumed 
diversions to the highways could not be physically be made without 
ruining the mail service or rebuilding thousands of post offices at 
capital expense of hundreds of millions of dollars; and (3) assuming 
that these great volumes of mail could actually be put on the highways, 
the result would be a higher, rather than lower, overall operating cost 
to the Post Office. 

Mr. Brawtey. On that point, why do you think the Post Office 
Department is gradually turning to trucks? In your opinion what 
is the reason for the transition from railroads to trucks? 

Mr. Branp. Well, Mr. Brawley, if I may be permitted to go through 
this I think we will answer all of these questions. That particular 
one is answered in greater detail later. 

Mr. Brawtey. All right. 

Mr. Branpv. Third, page 36: The report argues that the executive 
branch has failed to enforce an existing law, with the result that the 
Post Office pays railroads a subsidy of $100 million a year. The facts 
are that instead of being overpaid, railroads are actually subsidizing 
the Government by hauling mail for far less money than they spend 
to provide that service. 

The Cuarrman. We are not saying the railroads should not receive 
this assistance. The airlines were receiving about $70 million re- 
cently. There is good justification for this, in my opinion. 

Senator Carison. Right. 

Mr. Branp. Mr. Chairman, we are not having anything to say 
about that at all except that we are not being subsidized. As to 
whether we should or should not we have nothing to say at this point 
in this statement. 

The Cuarmman. Under certain sections the Post Office does say that 
it is not paying its way. You know, they do tell us that, and the tax- 
payers have to make up the difference. That is what they claim. 

Mr. Branp. That is right, sir. 

The CuHatrman. Well, we are saying that if that be so, it may be 
that the railroads ought to be subsidized, that is about all it amounts 
to. 
Mr. Branp. Yes, sir. I realize that is what they said and I think 
that we will relieve them of any need to cross that bridge. 

The Cuarmman. Please go on, sir. 

Mr. Branp. Fourth, on page 38 the report argues that because of 
congressional restrictions, the Post Office is wasting millions annually 
by using railroads instead of trucks to transport empty equipment 
such as mailbags. The facts are that Congress has imposed no such 
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restrictions, and the Post Office uses rail service to move empty equip- 
ment only where economical and advantageous to it. 

I will later discuss each of these four points in more detail. 

Before doing so, I want to emphasize that the advisory council has 
simply presented four undocumented assertions concerning railroads 
and mail transportation. Supporting fats are notably missing. The 
advisory council did not consult the railroads. We would have been 
and we remain glad to cooperate with any of the seven members of 
the council in objectively quiring into railroad transportation of 
mail and mail equipment. 

The railroads operate under the free enterprise profit system as 
your committee well knows. All their costs must, therefore, be re- 
covered from the users of their services. No public purse is avail- 
able to the railroads, whatever may be the public welfare value of 
particular services. For this reason the public welfare value of rail 
services, such as mail and express transportation, makes it vital that 
those services be fully self-supporting. The council disregarded 
these facts and principles in preparing the report. 

The four portions of the report dealing with railroads are pages 
24, 34, 36, and 38. I will discuss them in that order. 

Page 24—Public Law 199. 

The report argues that Public Law 199 results in a Post Office an- 
nual loss of $73 million of revenue, which should be charged to pub- 
lic welfare. 

Public Law 199 reduced the size and weight limits of parcel post 
moving between first class post offices. At the time of its passage in 
1951, both post office and railroad mail facilities were swamped by 
large numbers of bulky parcel post shipments, weighing up to 70 
pounds per piece. This was due to the fact that the Post Office's 
parcel post rates were far lower than the express and other rates 
of privately owned carriers attempting to compete with the Govern- 
ment’s parcel post service. 

The largest of these carriers was the Railway Express Agency, a 
joint agency of, and owned by, the country’s railroads. Postwar in- 
flation forced the railroads, through the express agency, to raise their 
express charges to the public. Parcel post rates lagged far behind, 
for two reasons: First, part of the costs incurred by the Govern- 
ment to provide this service were not included—and are still not 
included—in Post Office expenses; second, there were no teeth in the 
law requiring that parcel post meet its share of the Post Office 
Department’s expenses. 

Mail-order houses and other business shippers naturally turned 
from the private carriers to the below-cost parcel-post service. Con- 
sequently, the express business steadily evaporated. Thousands of 
agency employees lost their jobs. Express terminals all over the 
country became half empty. 

But the parcel post and railroad mail service boomed; more em- 
ployees were hired; the facilities became glutted. Postmaster Gen- 
eral Donaldson pleaded with Congress to get him out of the small- 
freight business. The express agency wanted its traffic back to 
fill up the vacant express terminal space, and the railroads sought re- 
lief from this destructive below-cost Government competition. The 
unemployed express workers wanted their old jobs back. So, Con- 
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gress did two things. First, Public Law 199 was passed; secondly, 
teeth were put in the law requiring parcel post to meet its share of 
expenses. 

Now, what has Public Law 199 to do with the postal deficit—or 
even with postage rates on newspapers and magazines! Nothing, 
according to the testimony given you by Deputy Postmaster Gen- 
eral Stans, on March 21. Public Law 199 has not increased the 
postal deficit—and its repeal would not reduce the deficit. 

The Advisory Council report argues only that the Post Office 
would have more business and its annual revenue would be $73 million 
greater if Public Law 199 had never been passed. Under present 
law—Public Law 848, 81st Congress—parcel-post revenues must. be 
adequate to cover its costs—and according to the Post Office, they 
are, An increase in parcel-post business would not change this prin- 
ciple, no matter how the increase is accomplished. 

It is our view that parcel-post rates should be increased to reflect 
the public.construction, employee pension, and other costs attributable 
to parcel post but not included in the Post Office budget. A taxpaying 
private enterprise, such as the railroad industry, cannot, in the long 
run, survive in competition with a tax-exempt Government business, 
and financial failure of the private enterprises will be accelerated 
because the Post Office budget includes only part of the Federal costs 
actually incurred to provide parcel-post service. 

Page 34—Trucking of mail. 

The Advisory Council report here makes two assertions. First, it 
states that congressional action prevents the post office from using the 
most economical means of transportation. ‘Then, as an example, the 
report says that mail transportation by highway instead of railroad 
would save the Post Office $85 million annually. The council thus tries 
to convey the impression that laws require the Post Office to use rail 
transportation and thereby forego large economies readly available by 
use of trucks. 

Neither assertion is true. There is no law requiring the Post Office 
to use railroad transportation. There is no law preventing the Post 
Office from hiring trucks to haul any or all the mail now carried by rail- 
road. The railroads are legally required, under penalty of fines, to 
sort mail, load, and unload it, and carry it on any train, and in any 
manner, directed by the Post Office—but the Post Office has no obliga- 
tions to use any rail service at any time. 

The fiction of $85 million in alleged savings originated with the 
trucking industry. It was advanced in 1953 by former Assistant 
Postmaster General John M. Redding, while employed by the Inde- 
pendent Advisory Committee to the Trucking Industry. The chair- 
man of this committee was Mr. Dave Beck, head of the International 
Brotherhood of Teamsters. The three other members of the com- 
mittee were all intimately connected with and financially interested in 
the trucking industry. The word “independent” in the title of the 
committee for which Mr. Redding worked may be misleading unless 
these facts are known. 

Mr. Redding’s 1953 conclusion that a full truck-mail program could 
save $85 million is completely unrealistic, as both the Post Office and 
railroads have previously pointed out. But the council even stretched 
the Redding conclusion. The council report says that Redding con- 
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cluded that $85 million would be saved by trucking only the mail 
moving within a 300-mile radius. The Redding estimate, however, 
was actually based on highway carriage of all mail moving by rail- 
road within 300 miles, estimated at $120 million of revenue, plus an- 
other $80 million of mail revenue from railway post office service, 
regardless of the distance moved. Thus the Redding conclusion was 
based on full-truck program involving the diversion to motor carrier 
of $200 million of railroad mail traffic. 

What was Mr. Redding’s reasoning in concluding that this assumed 
full-truck program would save $85 million? His report said: 

To date the truck-mail program has diverted an annual $15 million worth 
of traffic from the railroads. On this volume the net savings to the Post Office 
Department have been nearly $6 million. 

From that premise he reasoned that diversion of $200 million of 
traffic would mean savings of six-fifteenths of that amount—which 
would be $80 million—or, as he says, “some $85 million a year.” 

This reasoning is completely fallacious. It ignores the fact that 
the first diversions to truck were in specific instances of obvious 
economic advantage. The Post Office had carefully studied the par- 
ticular movements best suited to motor service. Mr. Stans referred 
to these as “judicious diversions,” and doubtless they were. While 
trucks have undeniable advantage as carriers in certain instances, and 
the Post Office has undoubtedly made savings, one must remember 
that these savings have been from a relatively few carefully studied 
and selected movements. Other studies of the Department showed 
that diversion would be costly and disadvantageous. It is basic error 
to assume that, if limited judicious diversions produced economies of 
$6 million, diversion of 13 or 14 times as much mail would produce 
economies of 13 or 14 times $6 million. Yet that is what the Redding 
report did and what the Advisory Council adopted without question. 

In addition to this fallacious reasoning, Mr. Redding’s premises 
are demonstrably unrealistic. They presuppose that $200 million, 
or roughly two-thirds, of all railroad mail traffic can be placed on the 
highways, and with economic advantage to the Department. The 
statement that $80 million of that amount could come from railway 
post office service is preposterous. The fact is that the total revenue 
in fiscal year 1956 from railway post office service was only $81 
million. Thus the total railway post office fleet in the country would 
have to be replaced by thousands of new, specially designed highway 
— office, vehicles to accomplish Mr. Redding’s proposal. And for 

oth that mail and the $120 million of other mail to be diverted, post 


offices and postal facilities would have to be remodeled or newly 
constructed all over the country. Even the Redding report conceded 
this ota fact; the Advisory Council ignored it. 


Mr. Stans, in his March 21 testimony before you, confirmed the 
fact that if the Department engaged in extensive further diversions 
of the mail from rail to truck, expensive new facilities would be 
required at many points and the changes would not produce net 
savings for many years and then in amounts immeasurably smaller 
than the figure estimated by Mr. Redding. In my judgment this was 
a sound but conservative expression. Some idea of the magnitude of 
Mr. Redding’s full-truck program can be determined from a few 
simple facts as to the equipment, facilities, and service now being 
used by the railroads to handle the mail. 
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Over $1 billion of the railroad investment in stations, roadway, and 
equipment is allocable to mail transportation services. Every day an 
average of over 750,000 miles of passenger train service is available 
for Department use. Nearly 50,000 railroad employees handle mail 
at the railroad stations. The Department is permitted to call upon 
a fleet of 11,500 storage cars suitably equipped for transporting mail, 
and over 2,000 specially designed post office cars. 

If the bulk of the mail is to be diverted from the rail lines, new 
highway and other equipment would have to be obtained. Remodeled 
or new facilities would have to be provided and paid for. There is 
no legal requirement that the trucking industry provide such termi- 
nal facilities as there is in the case of the railroads. If, as a result 
of the diversion to truck, railroad facilities would no longer be used, 
the Post Office Department itself would have to undertake the build- 
ing and establishmert of new facilities. This would require hun- 
dreds of millions of taxpayers’ dollars, not to mention the time and 
waste involved in virtually reorganizing and rebuilding most of the 
mail-transportation plant and equipment of the country. 

The ialilotn of facilities can perhaps best be illustrated by point- 
ing out that railroad service for sail includes the use of elaborate 
and costly systems of conveyor belts and gravity chutes. At many 
major points these devices physically connect railroad stations and 
adjacent or overhead post offices. Important economies are realized 
daily from these adjacent locations and physical connections. And 
it is at these facilities where the mails are heavily concentrated and 
great volumes are handled. For example, in 1956 a total of some 
140 million bags of mail were handled at Cincinnati, St. Louis, Kansas 
City, and Pennsylvania Station, New York—these four railroad fa- 
cilities are adjacent to, and connected with, the respective post offices, 
and each serves from 4 to 13 interconnected railroads. The mails 
handled at these facilities, and many similar ones, could not be trucked 
without a great investment in new concentration and distribution 
centers, not to mention a great new expense in truck pickup and de- 
livery from and to post offices. And, on top of this, the congestion 
in the already overcrowded streets would be made much worse. 

But assuming that such facilities were to be provided in the next 
10 years and the big diversion to truck accomplished, what would be 
the probable effect upon overall post-office expense? It would cer- 
tainly be greater, rather than lower, even ignoring the cost of the 
millions of dollars of capital which would have to be put into new 
or remodeled facilities. There are two basic reasons for this con- 
clusion: First, rail and truck services are not comparable. Railroads 
perform a complete service, including many incidental and costly 
features. 

For the rates and charges paid railroads, the Post Office gets much 
more than mere transportation. Railroads provide costly terminal 
facilities, and free office space in them for postal employees. Rail- 
road employes, not postal employes, receive the mail in bulk at rail- 
road stations, and sort, distribute, store, and safeguard it according 
to Post Office requirements. They sort and load the mail in cars 
according to car destination and station order. At Pennsylvania 
Station, New York City, 1,100 to 1,400 railroad employes sort mail 
into some 222 different categories, which include individual cities, 
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groups of cities, star route and rail connections, States and groups 
of States, and others. At destination, railroad employees unload the 
mail and either deliver it to post- -office personnel or to connecting star 
routes. At intermediate points, where transfer between trains is 
necessary, the railroads must do that, too. Railroads also must pro- 
vide transportation without charge for post-office employees. 

In contrast, the rates and charges of truckers primarily reflect only 
transportation expense. The post office itself—the railroads where 
there is a prior or subsequent rail haul—provides the personnel and 
facilities for sorting, storing, safegarding, and other necessary func- 
tions for mail which is trucked. Obviously, the rates voluntarily 
established by trucks cannot be compared to the rates prescribed by 
the Interstate Commerce Commission for the complete rail service. 

With the present diversions to trucks, the Department looks only 
to added truck cost, and can absorb, or pass on to railroads, part of 
the terminal, supervision, overhead, and other costs fairly allocable 
to the trucking. But, with the large truck volume assumed by the 
Redding- Beck C ommittee, these allocated expenses must be assigned 
to trucking and then the overall truck economies will shrink rapidly, 
and may even disappear altogether. 

There is a second fundamental reason why a shift of $200 million 
of railroad mail traffic to the highways would prove costly to the 
Department, rather than economical. This is the Department’s re- 
sulting loss of the cost advantage inherent in volume transportation 
by railroad. The large fixed investment, substantial carrying charges, 
overhead, and nonassigned general expe nses involved in running a 
railroad mean that that portion of the unit cost, which is variable 
with volume, is relatively low in relation to the fully allocated cost. 
In other words, the overall railroad cost per unit handled goes down 
- the number of units goes up. But this is not nearly so true of motor 

transportation, which has higher operating cost and lower fixed and 
overhead cost. These are well-established principles of transport 
economics. 

If the full-truck program were practicable, it would inevitably re- 
quire a sharp increase in railroad mail rates on the $100 million of 
business to be left on the rails. But, since truck unit costs do not de- 
erease proportionately as volume increases, there would be little reduc- 
tion in truck mail rates because of the increase in truck volume. There 
is a point, therefore, where it becomes highly uneconomic for the De- 
partment to divert any new, large quantities of mail from rail to high- 
way. Beyond that point, diversion merely increases in the long run 
the Department’s overall transportation cost. 

Now, this point is about here, according to statements of informed 
Department officers. In addition to Mr. Stans’ comments of March 
21, Assistant Postmaster General Siedle, who is in charge of trans- 
portation, told the House Appropriations Committee on “Januar y 15 
of this year that— 





Recent experience substantiates our belief that the potential for further major 
cuts in costs has diminished. 

On the 17th, he expressed the same thought as follows, in reply to a 
question from C ongressman Gary : 

Mr. Gary asked : 


Why is the item for rail transportation showing an increase for 1958 after 
three successive years of declining costs? 
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Mr. Siedle answered : 


I would say the answer to that is an increase in volume. Again, as I pointed 
out earlier, we have about scraped the bottom of the barrel in effecting savings. 
We will not be able to reflect in the coming years the savings as frequently and 
as extensively as we have in the past. 

The Department, undoubtedly bearing in mind the facts stated 
above, clearly sees no realism—and, in fact, there is none—in the 
Redding conclusion that $85 million a year in economies are available 
by wholesale diversion of mail to the highways. 

Looking back a moment, it will be recalled that the $85 million 
figure was an inflated computation based on an alleged $6 million 
Department saving in 1953 from $15 million of diversions to trucks. 
There are three further indications that the $6 million saving is seri- 
ously questionable as a basis for Mr. Redding’s conclusion as to future 
economies. 

First, the early truck bids were on a round-trip basis and, at least 
in some instances, a balanced movement was artificially created. On 
February 21, 1951, the same Mr. Redding, then Assistant Postmaster 
General, testified as follows before the House Appropriations Com- 
mittee : 

What we will have to do is to steal some more mail from the railroads to feed 
it back up into Milwaukee to keep that truck operating full load in both direc- 
tions so we will get the benefit. 

This action made the truck savings look good on paper, but the 
unbalance on the Milwaukee Railroad was thereby further increased, 
“aising the unit cost of transporting the mail left on the railroad. No 
long-term savings are accomplished by such maneuverings. 

Second, some of the early bids were apparently even below truck 
cost to get the traffic away from the railroads. But these bids appear 
to have been made with the expectation that the Department would 
later raise the trucker’s compensation to a compensatory level. This 
is indicated by the July 12, 1954, editorial in Transport Topics, pub- 
lished by the American Trucking Association. A pertinent portion of 
this remarkable editorial was: 

A forthright determination by postal transportation officials to stop using 
trucks as threats to railroads, which, in many cases, could raise their mail- 
handling rates, already approved by the Interstate Commerce Commission, would 
be welcomed by responsible motor carriers desirous of participating in the pro- 
gram. At the program’s inception a score or more of certificated motor carriers 
responded to the Post Office Department’s call for competitive bids, and under- 
took service on the T routes upon the understanding adjustments would be 
forthcoming to make rates compensatory. Failing to obtain rate adjustments, 
some of those carriers continue to haul the mail at a loss. Few, if any, carriers 
have found the contracts profitable on a mileage basis. 

Third, there is the definite indication that no large mail-by-truck 
pee could be established at the cost thus far obtained by the 

epartment. It appears that the program to date makes no general 
use of established motor common carriers. Instead, the trucked mail 
is moving primarily oY noncommon carrier truckers, most of whose 
employees are paid substandard wages, and who frequently operate 
on a marginal basis. Failures of performance have forced bonding 
companies to take over some operations. Nonunionized, low-overhead 
truckers do cut rates on a limited volume of mail, but it may not be 
assumed that this type of operation could carry out the giant diver- 
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sion contemplated by the Redding-Beck report and by the Advisory 
Council. ce may it be assumed that the larger, more responsible, 
unionized motor carriers can or will undertake any extensive trucking 
of mail at the low rates charged by the small truckers, much less that 
they will provide service comparable to that of railroads, at only nine- 
fifteenths of the rail charges. 

It is certain that no really large truck diversion program would yield 
any substantial saving to the Department over a reasonable period 
of time—even assuming that facilities could be and would be built to 
make the program effective. 

Page 36, alleged Post Office subsidy to railroads: 

The Advisory Council report says that by not enforcing an existing 
Federal statute, the executive branch has caused the Post Office to 
grant railroads a subsidy of $100 million a year. 

It is difficult to imagine a more baseless, untrue and irresponsible 
assertion. The fact is the Post Office did endeavor to have the statute 
mentioned applied, but after investigation the Interstate Commerce 
Commission held it to be obsolete and incapable of application; the 
railroads are paid on the basis of their mail transportation costs, as 
determined by the ICC in litigated proceedings; the railroads receive 
no subsidy from the Post Office or any other agency of the Govern- 
ment, although their highway and air competitors do receive substan- 
tial financial assistance from various Government agencies; and the 
railroads are now spending more money to serve the Department than 
the Department is paying them. 

Let us examine first the alleged $100 million subsidy. A subsidy 
is a payment—in cash, property or service—in excess of fair compen- 
sation for services rendered. There is no statutory authority for the 
Post Office to pay railroads and subsidy whatsoever and it does not 


O SO. 

In general, the Department pays the railroads for the many services 
already described, rates and charges fixed by the Interstate Commerce 
Commission. The railroads cannot set their own mail rates. The 
Commission has never fixed rates and charges higher than the railroad 
cost incurred to serve the Department; it has fixed them below the rail- 
road cost. 

The Commission does not casually accept the railroad figures as the 
actual cost; regular legal proceedings, including field studies, long 
hearings and legal arguments, are held to determine the cost. Post 
Office and Department of Justice lawyers and witnesses participate, 
and the entire Commission makes the decision in a quasi-judicial 
capacity. For example, in 1947 the railroads were forced by rising 
costs to seek an increase in mail rates. It was 1951 before the final 
increase was granted, the first since 1928. The Commission relied on 
its own cost study, and expressly stated that the increase would not 
cover the entire railroad mail costs as found by that study. 

This increase did not, in fact, provide revenues sufficient to cover 
costs, and costs continued to rise. In 1953 an increase was sought to 
cover this deficiency. The railroads finally agreed with the Depart- 
ment upon a 10-percent compromise settlement and this was later 
approved by the Commission. The Commission again found, how- 
ever, on the basis of the evidence, that the 10 percent was not adequate 
to meet the increase in railroad mail costs. Because of subsequent 
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changes in policies and practices of the Post Office Department the 
railroads actually realized only a small part of this increase. 

With rates already too low to cover costs, the rise in expenses since 
1953 has increased the railroad mail deficit. The railroads are now 
before the ICC seeking rate increases to compensate them for the full 
costs being incurred to serve the Department. : 

The law requires railroads to serve the Department as it com- 
mands, and, for that reason, also provides that railroads are entitled 
to fair and just compensation as determined by the ICC. The 
Supreme Court has held that the Constitution entitles the railroads to 
recover from the Government their full cost incured in furnishing 
services required by the Department. But, as I have explained, the 
ICC has conservatively fixed rates on the low side. In addition, the 
Department has successfully negotiated a number of railroad con- 
tracts for particular services at less than the Commission-fixed rates. 
For these reasons, along with constant increases in wage rates and 
other railroad expenses, since World War II, the Department now 
pays far less to the railroads than they spend to transport and handle 
mail. 

It is fantastic to say that a business is subsidized when it is not 
even receiving compensation sufficient to cover the cost of its service. 
The Department may not agree that our costs are as high as we believe, 
but the Commission will eventually resolve this question of fact. It is 
indisputable that present railroad rates are below cost, and, by per- 
forming mail transportation at a loss, the railroads are actually sub- 
sidizing the Post Office and the Federal Government. Ironically, the 
Government at the same time is subsidizing railroad competitors. Not 
only has the Post Office—now the CAB—paid millions of dollars in 
cash subsidies to the airlines under the Civil Aeronautics Act, but in 
fiscal 1956 the Federal Government spents $790 million for highways 
and $263 million for cash subsidy and aviation aids and facilities. 
In addition, State and county expenditures for these or similar pur- 
poses were substantial. 

Under these circumstances, how could the Advisory Council possibly 
conclude that the railroads are being subsidized? Ignoring railroad 
losses in carrying mail, the Council says a subsidy exists through the 
failure of the executive branch to enforce the provisions of section 
557 of title 39 of the United States Code. This section was enacted in 
1916. It provides that from time to time the Postmaster General 
shall request information from the Interstate Commerce Com- 
mission as to revenue received by the railroads from express companies 
for services connected with the transportation of express matter; 
and may, in his discretion, arrange for the transportation of other than 
first-class mail at rates not exceeding those so ascertained. 

In the first place, the Council’s basic premise is incorrect. The 
Post Office has made very effort to invoke this section. The Interstate 
Commerce Commission, which, of course, is an arm of Congress and 
not part of the executive branch, has investigated and held that the 
1916 provision is now obsolete, useless and incapable of enforcement. 
The reasons are apparent. 

The transportation of express matter by railroads is not now, and 
has not been for many years, performed under a rate system. It is 
therefore impossible to ascertain rates as directed by the statute. 











122 POSTAL POLICY 


Furthermore, there are no “express companies” in existence in. the 
sense contemplated by section 557. In 1916 the express business 
was conducted by a number of independently owned and operated 
companies which did buy transportation from the railroads. These 
companies long ago ceased to exist. Since 1929, the express business 
has been carried on by the railroads through their wholly owned 
Railway Express Agency. It acts for the railroads themselves in 
selling the complete express service, including air express and other 
services, to the public. The agency does not buy transportation from 
railroads and there are no railroad “rates” for express transporta- 
tion. The only “rates” now involved are those charged the public 
by the agency. The agency collects the gross revenue from the public, 
pays its expenses, which include nothing for railroad transportation, 
and then hands the remainder over to the railroads. This remainder 
is not paid or received as compensation for rail transportation serv- 
ice for express. The amount of the remainder does not necessarily 
have any relation to what the railroads would charge the agency if 
it were buying rail transportation service; the amount may be con- 
siderably more or less than fair compensation. It is simply whatever 
is left over. Thus, the present organization and operation of the ex- 
press business bear no similarity to the situation when section 557 
was passed in 1916. 

The Post Office itself, having originally sought enforcement of 
section 557, has accepted the Commission’s determination that the 
section is unenforcible in the light of changed circumstances since 
1916, and informed your committee of its views through the testimony 
of Mr. Stans on March 21, 1957. 

The Post Office already enjoys advantages over express and there 
is no basis for the advisory council’s statement that the Post Office 
pays the railroads 60 percent more than do “comparable customers.” 
A few facts will make this quite clear. 

In the first place, the railroads serve no customers “comparable” 
to the Post Office Department. For no other customers are the rail- 
roads obligated to undertake transportation in accordance with de- 
tailed regulations of the customer; to build equipment, involving a 
large capital outlay, m accordance with customer specifications— 
equipment of no use to railroads except to serve that one customer; 
to carry free of charge the customer’s personnel while traveling in 
the performance of their duties for the customer even though such 
duties may not be directly connected with rail transportation; to per- 
form additional services such as spotting cars in passenger stations 
in advance of train movements so that the customer may use those 
ears as office space for his employees; and to place that customer’s 
requirements above those of all other customers, or be subject to fines. 

In this connection, your committee may be interested in the fact 
that, since 1939, percentage increases in mail rates have consistently 
and substantially lagged behind the increases in express rates. In 
fact the cumulative mail rate increase since that time is 35 percent- 
age points lower than the cumulative increase in express rates. With 
the above facts in mind it should be clear that the railroads receive no 
subsidy from the Post Office. 

Page 38, transportation of empty mailbags: 

The advisory council here reiterates its earlier statement that the 
Post Office does not have full authority to use the most economical 
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and expeditious mode of transportation, and as an example quotes 
the Carlson committee to the effect that the great bulk of empty equip- 
ment such as mailbags are transported in first-class mail cars at maxi- 
mum charges, and the use of trucks rather than railroads would save 
the Department millions annually. i 

The council apparently attempted here to convey an impression 
that the law wastefully requires empty mailbags to move by railroad 
and at rates applicable to first-class mail. 

And, this is just not the truth. 

Mr. Brawtey. Has it ever been true? 

Mr. Branv. I do not think so. I might first observe that the 
advisory council did not accurately quote the Carlson committee. In 
its March 1954 report, the first advisory council, which is now being 
called the Carlson committee, recommended truck and freight service 
for mailbags. But the more important criticism is that the present 
advisory council is mistaken on both law and facts. 

First, there is no law requiring the Post Office to use any particular 
method of transportation for empty equipment such as mailbags. 
The law permits the Post Office to move empty equipment in mail ears 
if it finds this advantageous. But there is no such requirement. 

Second, the Department not only may, but does, transport empty 
mailbags by motor carrier freight service, motor carrier star-route 
service and motor carrier messenger service. The Department also 
makes extensive use of railroad freight service for this purpose. Rail- 
road freight rates for this traflic are generally only 18 to 20 percent 
of first-class freight rates. The Department also moves mailbags 
under special agreements with railroads at charges below the Commis- 
sion-fixed mail rates. 

In those instances where mailbags are actually moved at pre- 
scribed mail rates, the Department has usually elected to do so because 
there is either some emergency, such as an acute shortage, which 
other transport services are not equipped to meet, or the mail rates 
are lower than freight or truck rates. Mr. Stans testified that only 
20 percent of all empty mailbags move on passenger trains, and that 
in those instances this is the most economical service available. 

There is little or no opportunity for any savings, without endanger- 
ing the mail service, in the Department’s cost of transporting empty 
mailbags. Certainly the assertion that “trucks would save millions 
annually” is wholly without basis. 

This completes my comments on the four portions of the advisory 
council report which affect railroads. In each of these respects a 
knowledge of the facts and law reveal the report to be entirely casual 
and unreliable. 

May I thank the committee, and assure it of the continued desire of 
the railroads to be helpful to it in any inquiry into the facts bearing 
on mail transportation by rail. 

Mr. Brawuey. Mr. Brand, I am more interested in that part of 
your statement in which you said: 

The agency does not buy transportation from railroads and there are no rail- 
road “rates” for express transportation. The only “rates” now involved are 
those charged the public by the agency. The agency collects the gross revenue 
from the public, pays its expenses, which include nothing for railroad trans- 
portation, and then hands the remainder over to the railroads. 
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Will you tell me how it is possible for the Interstate Commerce 
Commission to arrive at any conclusion under those kinds of condi- 
tions? What have they got to compare against the rates charged the 
Post Office ? 

Mr. Branp. Well, the rail service and the express service are not 
similar in all respects but the only rates that are in effect by either 
service are the rates prescribed by the Interstate Commerce Com- 
mission. The Commission prescribes our mail rates; it prescribes the 
express rates. 

Mr. Braw.tey. Have you ever been able to furnish the Interstate 
Commerce Commission with enough information on which to base a 
decision in this matter that has repeatedly been brought to the Inter- 
state Commerce Commission by different Decientatens General ? 

Mr. Branp. Well, we have only the evidence that was produced 
at these cases and in each instance, the Interstate Commerce Com- 
mission stated that the statute which is referred to was incapable of 
application under the present day circumstances. Mr. Brawley, the 
statute was put in when the railroads did charge the express company 
a fixed rate, if you wish to call it that, for the transportation service 
which the railroad provided the express company. 

Mr. Brawtey. It would not be good accounting principles to do 
that now ? 

Mr. Branpv. Well, I am inclined to think it would make us feel a 
little bad if we saw the difference between what would be a reasonable 
rate for the amount of service that we performed and what we got 
for it in some instances. 

Mr. Brawtey. You do not mean to tell me you do not adhere to 
these good accounting principles because it makes you feel better? 

Mr. Branp. No, I do not mean that. What I mean is that actually 
there would be no point in attempting to try to fix a rate to the express 
agency for the service the railroad performs. We get all the money 
that is left over after the express agency pays its expenses and whether 
or not a rate for the service we perform is in existence would have 
no bearing on what is left over. Whatever is left over is all there is 
anyhow. 

Mr. Brawtey. It would give the Interstate Commerce Commission 
additional and better information on which to base a decision, would 
it not, if you had established the costs for the charges for carrying 
the mail for the Railway Express? 

Mr. Brann. I do not know whether it would or not but apparently 
the Commission has not considered it so or it probably would have 
asked for it. 

Mr. Brawtey. They have never asked for it? 

Mr. Branp. Not to my knowledge. The express people are here 
and perhaps they could answer that better than I could. 

Mr. Brawtey. I noted that you quoted Mr. Stans quite at length 
in three of your arguments and the fourth concerning the $100 million 
overcharge you failed to quote him. 

For your information, when Mr. Stans appeared before the com- 
mittee, he was asked finally the specific question : 


If the Interstate Commerce Commission would grant the petition how much do 
you think it would save the Post Office Department currently? 
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Mr. Stans answered: 


It would be considerable. I would have to make some computations, but it 
would be a very considerable amount of money. 

I said, “Apparently close to the hundred million ?” 

Mr. Stans said, “I would not be surprised.” 

Mr. Branp. I was here when Mr. Stans made that statement. I 
have listened to it and read it since and I still do not understand what 
he meant. 

Mr. Brawtey. The other questions I have, Mr. Chairman, relate to 
the $73 million figure on Railway Express. I suppose we could ask 
the questions of the Railway Express Agency. 

The Cuatrman. That probably would be better. 

Mr. Brann. I would prefer that they answer that since that is more 
in their line than it is in mine, sir. 

Senator Carson. Mr. Brand, I would just like to get 1 or 2 ques- 
tions answered. I think Mr. Stans testified as to how much the 
Department was paying the railroads for the transportation each 
year. Can you give us that figure? . 

Mr. Branp. Last year, the calendar figure for last year was just 
under $300 million. I think the figure was about $290 million. 

Senator Cartson. I notice in your statement— 

The railroads are now before the ICC seeking rate increases to compensate 
them for the full costs being incurred to serve the Department. 

How much additional then are you requesting from the ICC at the 
present time? 

Mr. Branp. The requests to the ICC are in three documents: One 
from the eastern group of railroads; one from the western; and one 
from the southern. I think the eastern group has put a specific figure 
in their request of around 60 percent increase. 

Senator Cartson. How much are they receiving? How many mil- 
lion is that? Sixty percent of what they are now receiving would be 
mongnly bow much? I do not know the figure. 

r. Branp. I think the eastern lines get about 38 percent of the 
total now, Senator Carlson. 

Senator Cartson. 38 percent of $290 million ? 

Mr. Branp. And they are asking for, as I recall their petition, 
about 60 percent in addition to that. 

Senator Cartson. What about the other roads? 

Mr. Branp. The others have asked the Commission to fix fair and 
reasonable rates, just as the eastern lines also have, but I do not recall 
that they have put a specific figure in their application. They have 
inferred that data supporting that will be produced which might 
show a certain increase as being justified. I do not recall those fig- 
ures. I have nothing to do with that part of the business. 

Senator Caruson. I understand that but this committee will be 
faced with that situation when we get into increased rates and also 
in appropriations. The chairman is a member of the Appropriations 
Committee and under the Reorganization Act, I am ex officio, and I 
meet with them and it will have some bearing on appropriations for 

1958 and have an effect on rates for the future. 

Mr. Brann. I would think so. 

93326—57——9 
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Senator Cartson. That is the reason I was trying to get the in- 
formation about what it would roughly be. 

Mr. Branp. I would certainly agree that it would have an effect: on 
the appropriations. As to the effect on the postage rates, I do not 
know. 

Senator Caruson. It would not have any effect on postage rates 
except in this way, to try to raise sufficient money from postage rates 
to take care of the deficit from the budget. 

Mr. Branp. Yes, sir. 

Senator Cartson. So many people seem to think if we increase the 
pata rates, we have taken care of the problems of the Post Office 

epartment when, as a matter of fact, it has no effect on the amounts 

of money they have to spend because that is a congressional appro- 
priation. 
. I want, to say this: I think if there is anything that causes concern 
to a Member of Congress, it is when we have problems in the individ- 
ual States when there is a question of railroads taking some trains off 
that are carrying mail. I have on several occasions urged that we 
keep mail. contracts on roads to keep the trains operating. I think 
it is of interest to our economy and I will say very frankly that 1 
know of specific instances where it has cost us more money to do it 
but it is the same problem we get back to, we hate to see these trains 
taken off. You do have some problems in the operation of these 
trains, I know that, too. It isa very difficult problem. 

That is all, Mr. Chairman. 

Mr. Brawtey. I have one other question. I noticed in the earlier 
part of your testimony, you stated that many railroad employees 
handled the bags of mail for the Post Office Department. 

Mr. Branp. That is correct. 

Mr. Brawtey. Would you clarify that just a little bit? Do you 
mean that you furnish employees that you pay yourself to handle 
the baggage for the Post Office Department ? 

Mr. Branp. Well, what I mean by that, Mr. Brawley, is that we 
are performing work with our employees now that would have to be 
performed by the post-office employees in the event of a diversion of 
mail from railroads to truck service. 

Mr. Brawrey. What kind of work is this?) What do they do with 
the mail bag? 

Mr. Branp. Loading, sorting. 

Mr. Brawtey. Let us take a bag full of mail as it comes to you from 
the post office. What do you do with it, pick it up and load it on a 
rail car? 

Mr. Branp. We pick it up and first decide what railroad car we 
are going to put it in and then do that. 

Mr. Brawiey. How much are you paid by the Post Office for han- 
dling that one bag? 

Mr. Branp. It varies according to the type of car that it moves in. 
Tf it moves in a Railway Post Office—— 

Mr. Brawtey (interposing). I am speaking now of just actually 
picking the bag up and transporting it by hand and on a car and load- 
ing it on the rail car? Do you get extra payment from the Post Of- 
fice for that handling charge ? 
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Mr: Branp. We get a payment which is part of-the total.compensa- 
tion. The payment which we receive has - referred to as a load- 
ing and unloading charge but it has to cover other services as much 
as switching ‘and all the other overhead part that, goes with the entire 
transportation on It isn’t simply for picking up a sack and putting 
it. in a railroad c That. is not what that is to cover. Now, in the 
case of the Railwi < Post Office cars, we get paid nothing for ‘that. 

Mr. Brawzey. I am talking now of actually physically picking up 
the bag of mail from the post office and getting it loaded on the car 
in the ‘Tight car. We understood that the charge there was 12 cents 
a bag every time it is handled when it is loaded and when it is un- 
loaded. 

Mr. Branp. I suppose it would be normal to reach that assumption 
that that is what it covers. Actually, the charge referred to is now 
13.2 cents. There was a 10 percent increase but that charge covers 
more than just picking up a sack and putting it ina car. We have no 
charge for switching our cars, spotting our cars. You cannot very 
well “separate the individual parts of our transportation revenues 
in the manner that you are prescribing. 

Mr. Braw.iey. Mr. Brand, don’t you pay these railroad employees 
that are working for you—on your payroll—by the number of bags 
that they take from the post office and load on a car? 

Mr. Branp. No, sir, we never have. 

Mr. Brawiey. W hy do they keep an account? I stood in athe Phil- 
adelphia Post Office and the New York Post Office and watched your 
men load these bags and every time they put a bag on the car they 
make a mark. 

Mr. Branp. That is correct: and we have to do it because the Inter- 
state Commerce Commission fixed the basis on which we bill the Post 
Office Department and, Jn fixing that, they specify that so much was 
to be charged for each § sack if ‘it is going in a certain type of unit. 
Now, where it is going in that particular kind of unit, we have to 
keep track of the “number of bags so that we can collect. the right 
amount. The Department has to do that also, to see that we do not 
overcharge them 

Now, where it is going into a Railway Post Office car, no count is 
made because we get nothing for that If the mail bags that you are 
referring to go into a solid 60-foot car filled, then the c charge i is on the 
basis of a car charge and not on the basis of a per sack charge for that 
job. 

Mr. Braw.ey. Those cars are usually fully loaded, are they ? 

Mr. Branp. The Department tries to load them full wherever they 
can. It is a lower rate and they hold mail for 48 hours sometimes 
to take advantage of that lower rate or rather we hold it for them. 

The Cuatrman. What kind of mail do you hold for 48 hours? 

Mr. Branp. Not first-class mail, sir, other than first class. 

The Cuarman, Any questions? 

Senator Cartson. No, sir. 

The CuairMan. We certainly thank you for coming. 

Mr. Branp. Thank you, sir. 

The CuarrMan. The next witness is Paul Gross. Mr. Gross, just 
identify yourself fully for the record. 
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STATEMENT OF PAUL GROSS, JR., ASSISTANT TO THE PRESIDENT, 
RAILWAY EXPRESS AGENCY, INC. 


Mr. Gross. My name is Paul Gross, Jr. I reside in the village of 
Hartsdale, N. Y., and I am employed by the Railway Express Agency, 
Inc., as assistant to the president and also as secretary of the company. 
My office is located at 219 East 42d Street, New York. 

he Cuarrman. How long have you been employed by the Railway 
Express Agency ? 

Mr. Gross. Next July will be 55 years of service. 

The CuarrmaNn. I just wanted to know how long. You have been 
with them a long time. 

Senator Cartson. I think it might be well for the record to state 
who the president of your company is? 

Mr. Gross. The president of the Railway Express Agency is Mr. 
Alfred L. Hammell. 

Senator Cartson. Who has appeared before our committee before. 

Mr. Gross. He has. I have appeared as a witness before the Inter- 
state Commerce Commission in two proceedings concerned with the 
proposals of the Postmaster General to adjust charges for the han- 
dling of parcel post; namely, ICC docket No. 30690, Increased Parcel 
Post Rates, 1950, and ICC docket No. 31074, Increased Parcel Post 
Rates, 1953. Also, I have appeared before the Subcommittee on Pos- 
tal Operations of the Committee on Post Office and Civil Service, 
House of Representatives, of the 83d Congress, during its second ses- 
sion, on size and weight limitations on parcel post packages sent 
through the mail. 

The Cuamman. When you appeared before the ICC, on that occa- 
sion did you appear asking for increased rates? 

Mr. Gross. [ indicate in my statement, Mr. Senator, that I appeared 
for the Railway Express Agency in support of the applications of the 
Post Office Department, but calling attention of the Commission to 
certain omissions of costs. I cover that quite extensively in my 
statement. 

The Cuamman., I just wanted to know the position you were taking 
at that time. 

Mr. Gross. We were in support of the Post Office Department’s 
applications. 

efore I continue with the reading of my statement, I should like 
to call your attention to the chart which has been placed before you 
and I have included in the booklet a reproduction of that chart, which 
sets forth the information appearing in table 5 of exhibit 8 introduced 
by the Post Office Department at the hearing before the Interstate 
Commerce Commission in docket No. 31074, Increased Parcel Post 
Rates, 1953. It shows for zone rate parcels the revenue per unit in 
cents and the expense per unit in cents for the period January 1 to 
June 30,1952. It shows for each zone and by weights the revenue per 
unit and the expense per unit. It is shown that for every zone and 
for every weight from 1 to 70 pounds, inclusive, the expense per 
unit exceeded the revenue per unit under the rates in effect when 
the exhibit was introduced. 

I should like to point out a few illustrations by reference to the 
chart; the amounts are as shown in table No. 5 of the Department’s 
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exhibit No. 8, which is reproduced in the appendix to my statement. 
The revenue per unit of packages weighing 40 pounds in zones 1 and 
2 is shown as $1.11; the expense per unit of the same weight in the 
same zones is shown as $1.80 plus. The figures on the exhibit are 
shown in cents but carried 2 points beyond the decimal point. 

The Cuamman. Do you think the rates are about right now, with 
respect to zones ? 

r. Gross. I have no criticism of the zones as they are constituted 
but I do intend to call attention to an adjustment which I think would 
be appropriate to take care of the areas in the United States and be- 
yond the continental limits of the United States to take care of charges 
on shipments going to distances beyond 1,800 miles. 

The Cuairman. In other words, you think the rates are too heavy 
in regard to proportions; say, in zone 1, you think that they are low 
in comparison with what they should be over 1,800 miles? 

Mr. Gross. No; I think not, Senator. The distance covered in 
zones 1 and 2 are for 150 miles; in zone 3, the distance covered is from 
150 miles to 300 miles. That is 150 miles difference in that zone. That 
creates a level of charges for that area. Zone 4 covers a distance of 300 
miles to 600 miles. That is 300 miles covered in that area. The fifth 
zone covers a distance of 600 miles to 1,000 miles that is 400 miles dis- 
tance covered in that area. For instance, from New York to a point 
600 miles from New York, the charge would be thus and so, and the 
same charge would be made on a shipment going a thousand miles 
from New York because it would still be in the fifth zone, That is an 
area of 400 miles. 

The Cuamman. That is what I said, you could almost make or 
break a company by making these rates too high in some zones? 

Mr. Gross. You could do what, sir? 

The Cuarrman. Make or break a concern by increasing or loweri 
the rates. In other words, by setting it up so it would be beneficial 
to people that did business way off yonder and somebody might have 
a whole lot of agencies set up so they could take care of them. In other | 
words, say Sears & Roebuck, they have a place in every zone here, 
they do not have anything but first zone, but if somebody had to ship 
in every zone, you could fix their competitor so you could put them 
clean out of business, is that not so? 

Mr. Gross. If the competitor had an establishment in only one given 
point. 

The Cuaran. If he had to go into all other zones, you could fix 
the other zones so you could put him out of business. 

Mr. Gross. That is correct. 

The Cuatrman. That is the reason it is so important in regard to 
the zones that they be adjusted just right. 

Mr. Gross. In the sixth zone, we again cover 400 miles distance, 
and also in the seventh zone, another 400 miles distance in the area. 

The Cuatmrman. I did not mean to lead you off on that. 

Mr. Gross. That is all right, I intended to cover this, I perhaps 
may not have done it at such length but the eighth zone covers all 
distances beyond 1,800 miles, so 1,800 miles from New York brings 
you to about Rock Springs, Wyo. Now, the charge on a parcel post 

ackage, 70 pounds or any weight is the same whether it goes to Rock 
prings, Wyo. or whether it goes to San Diego, Calif., or to Seattle, 
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Wash., or whether it goes to the island of Guam or whether it goes to 
Honolulu. 

The Cuairman. Those are the rates now ? 

Mr. Gross. Those are the rates now, so that the eighth zone covers 
an unlimited distance, approximately 2,100 miles as against the breaks 
of 400 miles in all the other zones, 3 or 4 of the other zones. 

The CuHarrman. You think there should be another charge there? 

Mr. Gross. I think there should be. In the express service, we 
have 42 rates of different levels applicable between our scale 40 which 
is approximately the end of the seventh zone and the continental 
United States. 

The Cuarman. I can see some logic in that. 

Senator Cartson. Is it your thought we should have additional 
zones behind ? 

Mr. Gross. It would seem appropriate for the benefit of the Post 
Office Department. The most important cost incurred by the Post 
Office Department is the transportation of the mail matter, parcel 
post matter from the point of origin to destination and the distribution 
en route. Now, the Post Office Department, for example, indicates 
by this table 5, exhibit No. 8, that the cost or “expense per unit,” as 
they term it, of 70 pounds going to the eighth zone is $12.64. 

Now, the terminal costs—they show the revenue on the package 
under the old rates and these are not the new rates, but the old rates 
because those are the figures they used in arriving at these $73 million 
and $54 million figures. 

The CHatrman. I believe the Congress sets up these zones but the 
ICC increases the different rates in force; is that not right? 

Mr. Gross. The Congress has established the zones. The Post Office 
Yepartment makes its recommendations to the ICC. 

The Cuatrman. And they approve or disapprove ? 
Mr. Gross. They approve or disapprove. They have no other pow- 
ers as I understand them except to approve or disapprove. 

The Carman. I do not think the ICC has power to reduce the 
amount or to increase the amount that the Post Office asks for; is that 
not right ? 

Mr. Gross. I believe that is correct. I am not a lawyer but T am 
quite certain that is the situation. 

The CuatrmMan. But I think it is true that the Post Office De- 
partment can make recommendations that the percentage increase be 
decreased, that is true. 

Mr. Gross. That has been the case in the past. 

I think I gave the illustration of the revenue per unit of the pack- 
ages weighing 40 pounds in zone 1, which is shown as $1.11. The 
expense per unit of the same weight in the same zones is shown 
as $1.80 plus. The revenue per unit of a package weighing 25 pounds 
to zone 8 is $3.63 and the expense per unit of the same weight to the 
same zone is $4.61 plus. The revenue per unit of a package weighing 
70 pounds to zone 8 is $9.93 and the expense per unit is $12.64 plus. 
It will be observed that the losses increase as the weights and dis- 
tances increase. 

Senator Cartson. Mr. Gross, right on that point, these figures 
you were using for comparisons of costs with receipts for handling 
the package, are they taken from the cost ascertainment report of the 
Post Office Department or are they your own figures? 
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Mr. Gross. No, sir; they are figures taken from the table included 
in exhibit No. 8 and introduced by the Post. Office Department. They 
are their figures. 

Senator Carson. That is all I want to know. 

Mr. Gross. If you will refer to the appendix, which I have attached 
to my statement, there is an actual reproduction of the exhibit. 

Senator Carson. Thank you. 

Mr. Gross. In this chart, I have eliminated one column that ap- 
peared in the original chart ‘because it was not pertinent to the matter 
which we are discussing. 

Mr. Brawtey. These figures are for January 1952? 

Mr. Gross. January 1 to June 30, 1952. 

Mr. Brawtey. There has been an increase since that time? 

Mr. Gross. They have and those increased rates appear in my 
chart in the appendix. 

Senator Cartson. I would assume also, Mr. Gross, that the costs 
have increased since 1952? 

Mr. Gross. They have definitely. 

I have taken the liberty to reproduce table 5 of Post Office Depart- 
ment’s exhibit No. 8; it is included in the appendix to this statement. 
Table 5 included also another column of revenue per unit under the 
rates that were then proposed by the Post Office Department. I have 
not reproduced those proposed charges on this chart. 

I have read the report of the Citizens’ Advisory Council to the 
Committee on Post. Office and Civil Service of the United States 
Senate of the 85th Congress bearing the title of “The Post Office as 
a Public Service” dated February 26, 1957, submitted during the 
first session, and have noted on pages 24 and 25 thereof the inclusion 
of an amount of $73 million, among so-called welfare items, the aggre- 
gate of which shown on page 30 is $392. 4 million described as “the 
total costs of public service items listed.” 

The description of the $73. million item given on page 24 of the 
report of the advisory council reads: 

In 1951 Congress limited the size and weight of parcels moving through the 
mails between larger communities to a third of the size of those moving between 
smaller towns and rural delivery areas. This diversion of profitable parcel 
post volume from the mails was in response to the Railway Express Agency’s 
claim that Government competition was hurting its business. 

The authority cited for the description is the “Testimony of James 
Nelson at page 12 of the House hearings before the Subcommittee 
on Postal Operations January 11, 1954.” 

The description is entirely incorrect. and it does not appear in the 
testimony of James Nelson. 

The readjustment of the size and weight limitations of parcel- 
post mail provided in Public Law 199 of the 82d Congress became 
effective January 1, 1952. 

Mr. Brawxey. Now, Mr. Gross, you make a statement here thaf 
the description is entirely incorrect and does not appear in the testi- 
mony of James Nelson. Have you examined personally the tr anscript 


of the record of the hearing where Mr. Nelson appeared before this 
committee ? 


Mr. Gross. I have. 


Mr. Brawtey. You did not find it? I am not speaking of the testi- 
mony, I am speaking of the official transcript? 
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Mr. Gross. I think I have read all of that. 

Mr. Brawtey. I am not talking about the prepared statement and 
testimony of Mr. Nelson. 

Mr. Gross. I understand that. 

Mr. Brawtey. And have you examined the transcript? 

Mr. Gross. Yes, I have, that is, I have examined the report of 
the hearing as published by the Government Printing Office. 

The provisions of that law are clear and concise. 

The Cuatrrman. I would like to know how you can tell the cost 
from one zone to another or anyway close to it? 

Mr. Gross. Well, those are determinations that the Post Office 
Department made and presentations that they made to the Interstate 
Commerce Commission on the basis of which they obtained the au- 
thority to apply the rates. 

he Cuamman. I would like to know something about that. You 
ut it here in the record and I would like to know something about 
it. I would like to know how they get it? 

Mr. Gross. I am putting it in the record, Senator, to indicate 
that it is inconsistent for anyone to assume that this is a profitable 
business when the exhibits prepared by the Post Office Department, 
sworn to by them—— 

The Cuarrman. What are you speaking of as being a profitable 
business ? 

Mr. Gross. That is the statement that this advisory council makes. 
It says that this diverson of profitable parcel-post volume from the 
mails was in response to the Railway Express Agency’s claim that 
Government competition 

The CHarmrMan (interposing). I think what they have reference 
to is the change in the weights and measures, is that not correct? 

Mr. Gross. No; they have reference there to the fact that, as a 
result of the enactment of Public Law 199, certain heavier packages 
moving greater distances bearing the greatest amount of revenue were 
the most profitable shipments to Saubtie When they lose them, why 
they lose that profitable business, but I attempt to show that by their 
own exhibits in the Parcel Post Rate Increase case. It costs them 
more in every case to handle a shipment than they receive, so where 
is the profitable business ? 

Mr. Brawtey. Now, Mr. Gross, the larger a package is, the more 
revenue it brings in; is that not correct ? 

Mr. Gross. That is correct. 

Mr. Brawtey. How is the cost determined for a large package 
as against the cost for a small package for transportation charges? 

Mr. Gross. That is a question I am afraid would have to be deter- 
mined by the Post Office Department on how they did it. 

Mr. Brawtey. You have no figures yourself? 

Mr. Gross. I have none. 

The Cuarrman. You see, there is a lot of this that unless there is 
something put in to explain it fully, is not worth too much. 

Mr. Gross. What we are attempting to say, Mr. Senator, is that 
what is claimed by the advisory council is not consistent with what 
is reported by the Post aise Risvenieeand and when we get to the 
figure of $73 million, which is predicated upon the figure of $52 
million, which is in the Parcel Post case, it becomes evident that the 
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Post Office Department could not have suffered a loss or increase in 
its deficit of $73 million because the business that they lost. was not 
profitable to them. 

The CuarrmMan. Well, a lot of times, if you lose a business, it is 
not profitable to you. If you can do it with the same staff, with the 
same equipment and everything else, it is just that much more revenue 
coming in; is that not so? 

Mr. Gross. Well, the Post Office Department should have had less 
personnel. 

The Caamman. What is that? 

Mr. Gross. The Post Office Department should have reduced their 
personnel to a greater degree than they actually did and probably 
would have done so ultimately as my statement will later show. 

Senator Cartson. Mr. Gross, as I understand it, the fourth-class 
mail that is being handled by the Post Office Department is one mail 
that is supposed to pay its way; it is supposed to be profitable? 

Mr. Gross. That is so. They are required by law to have their 
revenues cover all of their costs. It is a fact, however, as my testi- 
mony will also show, particularly in the appendix, that all costs are 
not included. There are many costs, as I understand, appropriated 
to other departments for the benefit of the Post Office Department. 

The Cuarrman. We are not hearing argument for or against Public 
Law 199. 

Now then, how many more employees do you have? How much 
more space would you have to have had in order to make that money ? 
That is what you have to take into consideration and that is what we 
are driving at. 

Mr. Gross. We must rely upon the figures which the Post Office 
Department has prepared and submitted under oath that it costs 
them. 

The Cuarrman. What does the cost in these things have to do with 
it too much then if it is supposed to pay its way ¢ 

Mr. Gross. Well, only that if it has lost some of that business, it 
should have saved the expense that it would have incurred handling 
that business and, therefore, there would have been no increase in the 
deficit as the Post Office Department alleged and as the Citizens 
Advisory Council alleges. 

The Cuamman. Well, how many more buildings would they have 
to rent? How many more employees would they have had to have? 
How many more trucks would they have had to have to make that 
additional money? That is the question. 

Mr. Gross. We do not know, of course. 

The Cuarrman. They have the equipment and everything already 
established. 

Mr. Gross. Post Office has expressed itself on that score in a number 
of cases and I have them cited in my statement. 

Mr. Braw.ey. You have had 55 years of experience with Railway 
Express. Let us take the Railway Express and forget about the post 
office. You have two articles—take this glass and this pitcher. This 
glass is about 5 times the size of the pitcher. Would you make more 
money carrying this [indicating] and transporting this by Railway 
Express than this item [indicating the glass | ? 

Mr. Gross. Well, is that between the same points? 

Mr. Brawtey. Between the same points. 








134 POSTAL POLICY 


Mr. Gross. If it is the same commodity, it would depend on just how 
much larger. 

Mr. Braw ey. It is five times larger. Let us assume this is five 
times larger. Let us say this glass is 10 pounds and this pitcher is 
50 pounds, you would make more money out of aprany this 
Findicating the pitcher] than you would this [indicating the glass | ¢ 

Mr. Gross. Yes, that is, we would make—— 

Mr. Brawtey (interposing). That is what the council was talking 
about, talking about more profitable business. 

Mr. Gross. We would make more money. We do not make any 
money, as a matter of fact, for ourselves. [Laughter. | 

In the final analysis, it costs the railroad company more to trans- 
port that [indicating the pitcher] because of the cubic content and 
weight of that shipment. It is going to take up more space in the 
car than would that glass and it is going to cost additional space and 
that is about all that is reflected in the difference in the charge on that 
small article and the charge on the larger article. 

Mr. Brawtey. In other words, the terminal charge is the same on 
this and the revenue is much less on the glass than it is on the larger 
item ? 

Mr. Gross. Yes, but our expenses are greater because we have higher 
railroad costs, for one thing, and our handling costs would be larger. 
There may not be so much material difference in a 50-pound package 
versus a 5-pound package, but it would be in a 500-pound shipment 
and a 5-pound shipment. 

Senator Cartson. It would be quite an item if you handled millions 
of items? 

Mr. Gross. You are indeed right. 

The provisions of that law are clear and concise and refute the 
allegations made in the first sentence of the advisory council’s descrip- 
tion concerning the areas and degree of effect of the readjustments. 

The next sentence of the description contains these words and I 
quote: 


This diversion of profitable— 
I emphasize the word “profitable”— 


parcel-post volume from the mails. The chart which I displayed for your 
observation shows that for every weight and haul the expense per unit exceeds 
the revenue per unit, and for the weights and hauls effected by revenue per unit, 
and for the weights and hauls effected by the readjustments, that is for the 
heavier packages carried and for the longer hauls, the losses are the greatest. 
Where is the “profitable” volume to which the advisory council refers? 

The concluding part of the last sentence of the description calls 
for some lengthy discussion. It is correct to say that Government com- 
petition was hurting the business of Railway Express Agency. It is 
not correct to say that the diversion of any parcel post volume “was 
in response to the Railway Express Agency’s claim.” May I cite a few 
utterances which have a bearing on the handling of heavy and bulky 
packages, the volume and the costs thereof, leading up to the enact- 
ment of Public Law 199. 

February 10, 1949, the Postmaster General, in testifying before the 
House Committee on Appropriations, said: 

Congestion in postal quarters is the major problem of the postal service today. 
It is still difficult to lease suitable quarters in many places. Railway terminal 
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post offices in practically every instance are inadequate. More space is needed 
at railroad stations to handle the mail traffic. Federal buildings also. are in- 
adequate to meet the needs of today inasmuch as there has been practically no 
Federal building construction since 1938. In the past 10 years, the pieces of mail 
have increased 55 percent; the weight of the mail 86 percent, and the cubic con- 
tent thereof 77 percent. With this increase in volume and no correSponding 
increase in quarters, it is necessary in many instances to resort to costly re- 
handling. 


On February 21, 1949, in his letter dated February 21, 1949, to the 


Honorable Sam Rayburn, Speaker, House of Representatives, the 
Postmaster General said : 


The low fourth-class or parcel-post rates as compared with express rates have 
caused considerable diversion of express traffic to the mails, especially large 
parcels, so that the space, equipment, and other available facilities are greatly 
overtaxed. 

On March 7, 1949, in testifying before the House Committee on Post 
Office and Civil Service, hearings on postal rates, H. R. 2945, page 11, 
the Postmaster General said: 


Because of greatly increased rates on express shipments, a large volume of 
parcels formerly handled by express have been channeled to parcel post. This has 
really put the Post Office Department in the freight business. We have insuffi- 
cient distributing space, platform space, terminal facilities, trucks, and suitable 
railway cars to cope with the situation, and all this makes our operations more 
expensive. Actually, the postal service is being taxed as never before in its 
long history. 

On March 1, 1950, the Postmaster General in testifying before the 
Senate Subcommittee on Appropriations hearing on Treasury and 
Post Office Appropriations, page 350, said : 

* * * The cost of providing the facilities for the freight business that we are 
in would be almost prohibitive. That makes it hard for us to operate most 


economically. 
And, in response to Senator Hayden’s question about changing the 
law so as to reduce the volume of parcel post, he said, page 351: 


Senator, I would like to give back the freight to the express company. 


Mr. Brawtey. Mr. Gross, right there for a moment, I wonder if you 
are familiar with a recent statement made by the Pennsylvania Rail- 
road which, I believe, is just the reverse of this? I think they said in 
their annual report something about the fact that they would like to 
give the freight back to the post office? 

Mr. Gross. I have seen references to the annual report. 

Mr. Brawiey. What do you think prompted that statement ? 

Mr. Gross. I will be very truthful and say I do not know. 

On March 7, 1951, during the hearings before the House committee 
on “og postal rates bill, H. R. 2982, page 40, the Postmaster General 
said : 


My guess, Mr. Congressman, is that it would be almost prohibitive to provide 
the money to handle freight. It ought to be channeled back to the express. 

On September 18, 1951, in the hearings before the House Committee 
on Post Office and Civil Service on H. R. 3465, with Deputy Postmaster 
General Vincent C. Burke the witness, the following appears: 

The CHAIRMAN. Have your facilities been overtaxed on account of this heavy 
parcel post, especially in your large terminals? 


Mr. BurKE. They are tremendously overtaxed. It is very, very difficult, par- 
ticularly under present conditions, to provide the expansion necessary. 
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In his earlier statement on the same day, Mr. Burke said, on 
page 5: 

Basically, it seems that the reason why the Post Office Department is doing 
such a thriving business is that we operate the greatest bargain counter in 
America. So long as we continue to do that business people and private citizens 
will use our services in preference to the services provided by private enter- 
prise. We can only control the rates to the extent that the Congress permits us 
to do so. 

Management and the employees of the express company, as well as this Con- 
gress, I think, thoroughly understand that the Post Office Department has no 
objection to handing back to them, with our compliments, all of the package 
freight that has come to us.” 


It is noted that all of the foregoing statements relate to conditions 
as they existed prior to the enactment of Public Law 199. 

The following statements reflect conditions existing from 6 to 22 
months after Public Law 199 was made effective: 

June 24, 1952, in reporting to the Committee on Post Office and 
Civil Service, the Postmaster General said: 


The great increase in the handling of bulk mail—publications and parcel 
post—has taxed our facilities as never before. The postal service was never 
geared to handle what is commonly referred to as freight and express and due 
to the fact that there has been very little construction of buildings for post- 
office purposes since the beginning of World War LI, there is a woeful lack of 
space and terminal facilities to distribute, transport, and deliver this great 
volume of bulk mail. 

Since there is a loss sustained in the handling of this bulk mail—publica- 
tions and parcel post—the increase in poundage and number of pieces handled 
augments the amount of the loss. In other words, the greater the volume, the 
greater the loss. 


August 22, 1952, the Postmaster General, in his speech before the 
Commonwealth Club at San Francisco said: 


The postal service was never and is not today geared or provided with 
facilities to handle this great volume of mail. It was never expected that the 
postal service would be in competition with the freight and express business. 
This volume has come to the postal service because of the bargain rates. The 
freight and express rates, as well as all public utility rates, have greatly in- 
creased in the postwar years and this has resulted in channeling into the postal 
service bulk mailings, much of which was previously handled as express and 
light freight. 


On April 14, 1953, Mr. Edmund J. Walsh, Assistant Comptroller, 
Bureau of Accounts, Post Office Department, and I call attention to 
the fact that this exhibit No. 8 was introduced by Mr. Walsh at this 

articular hearing, in testifying before the Interstate Commerce 
Jommission in support of the proposed increase in parcel post rates, 
said: 

The number of heavier parcels in the mails had increased materially for 
several years prior to the enactment of Public Law 199 and the facilities of 
some officers were seriously taxed. It is doubtful that the postal service could 


have continued to handle additional volume without requiring additional ex- 
penditures for expanded facilities. 


On October 6, 1953, the Postmaster General, in his speech to the 
Inland Daily Press Association, Chicago, said: 


Eventually we are going to have to face a huge building program if our ex- 
panding volume of mail is to be handled satisfactorily. Postal facilities right 
now are bursting at the seams at far too many locations. In at least two 
important cities mail is now being handled on the sidewalk outside the build- 
ing—account inadequate facilities, 
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Senator Carison. Mr. Gross, the chairman and I were both mem- 
bers of this committee and Members of the Senate when we wrote 
and approved and passed Public Law 199. We did it for the very 
reason you have quoted these many —_ We wanted to get 
the Post Office Department out of the freight business and we said 
that very sincerely. 

We still have some problems in the Post Office Department because 
of the lack of space for handling, or at least handling efficiently, 
great quantities of fourth-class mail. I would like to ask you this 

uestion. Has there been any consultations or conferences between 
the Post Office Department and the express company in regard to 
trying to use some of your facilities which are not used to capacity 
in handling this mail? Could there be worked out a pares be- 
tween the Post Office Department and your agency whereby you could 

Rare in regard to space that is not available at these 

laces 

5 Mr. Gross. I think there have been such discussions with Mr. 
Siedle. I am not entirely familiar with this. I think Mr. Siedle 
of the Post Office Department had been working with our people some- 
time ago in making some studies. 

Senator Carison. It seems to me, Mr. Gross, we have this problem 
and it is not diminishing, it is increasing. 

Mr. Gross. It is now. 

Senator Carson. It is another problem. While we are not in 
Public Law 199, it is a problem of this committee and again, I would 
urge that some thought be given to that, because I believe it could have 
possibilities. 

Mr. Chairman, it is not often that we have witness as able as Mr. 
Gross and I am going to have to leave. I regret it but I would 
like to leave it so that if it is possible for him to come back at some 
future date, he will do so. I really appreciate his testimony and I 
think we need it and if you intend to stay and can stay—— 

The Cuatrman. I am going to have to leave myself, too. I notice 
he is just getting down in the very next statement in regard to this 
$573 million we have been talking about. 

Mr. Gross. That is the point that I am trying to reach through all 
this testimony. 

The Cuatrman. That is the very next paragraph. 

Senator Cartson. You may proceed. 

Mr. Gross. The example given on page 24 of the advisory council’s 
report, does not appear in the testimony of Mr. Nelson before the 
House Subcommittee on Postal Operations January 11, 1954. His 
testimony did include the figure of $73 million. The complete testi- 
mony concerning this figure given by Mr. James E. Nelson, who was 
then Executive Director, Bureau of Post Office Operations, is em- 
braced in a single paragraph and appears on page 12 of the report 
of the hearings referred to above, as follows, and I quote: 

Financial consequences: Our estimates are that, as a result of the new 
weight and size limits, the postal system lost $72 million of gross revenue 
annually under the old parcel post rates. This loss can be translated into 
$98 million under the present rates. It is estimated that the cost of handling 


the lost business would have been approximately $25 million so that the next 
loss in revenue is now estimated to be $73 million annually under present rates. 
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No data to support these figures were given. 

The Cuatmrman. That is what I was trying to get at a moment ago, 
if they had more revenue, how much would it cost the Department 
to handle that. So, they have broken that down and said that ap- 
proximately $25 million must have been the cost. 

Mr. Gross. Well, the council gave a very brief explanation or a 
aeeenet at the top of page 24 in connection with the item of $73 
million. 

The Cuarrman. If that statement is true, right now, they would 
not have to be closing any post offices. That would just exactly take 
care of it. It just happens to be almost the exact amount. 

Mr. Brawtey. Mr. a the council’s report says, in testimony be- 
fore Congress, the post office stated its loss of revenue because of its 
limitation to be $73 million. I do not see any difference between that 
and the statement you just read here. 

Mr. Gross. I grant you that, sir. That is in accordance with it. 
I did say in the previous sentence that Mr. Nelson did testify to the 
figure—his testimony included $73 million and that is where the 
advisory council took it from. 

Mr. Brawiey. When I asked you the question, you said specifically 
the description is entirely incorrect and it does not agree with the 
testimony of James Nelson. 

Mr. Gross. The description, that is correct. The description is at 
the upper part. I have explained that. Now I am getting down 
to the text of the example and the figure of $73 million. No data to 
support these figures were given. For example, it was not stated 
how the $72 million of lost gross revenue was arrived at; nor was it 
stated how the estimated cost of handling the lost business of approxi- 
mately $25 million was arrived at. 

It became apparent, however, that the figures were based on tes- 
timony in the case before the Interstate Commerce Commission in 
1953, Docket No. 31074: Increased Parcel Post Rates—1953. That 
record has been blindly assumed as establishing the fact that under 
the old parcel-post rates the deficit in the parcel-post service was 
increased $52,440,000 by reason of the return of business to former 
channels of transportation as a result of Public Law 199 enacted by 
the 82d Congress, under which the size and weight limitations on 
parcel-post packages were readjusted. The translation of the figure 
of $72 million into $98 million was accomplished by increasing the 
former by 36 percent, the percentage of increase in parcel-post rates 
recommended by the Post Office Department and consented to by the 
Interstate Commerce Commission. 

The subject of the effect upon revenues and costs and the resultant 
change in the deficit growing out of the modification of size and 
weight limitations, and as reported by the Post Office Department 
including the figures of $52,440,000 and $73 million to which I have 
referred in my statement, has had extensive discussion before the 
Committee on Post Office and Civil Service in H. R. 6052 in July 1953 
and again in January 1954, and also before the Interstate Commerce 
Commission. 

A number of these discussions are referred to in my testimony before 
the Subcommitte on Postal Operations of the Committee on Post Office 
and Civil Service, House of Representatives, in January 1954. In 
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the interest of time my prepared statement has been reproduced and 
a copy thereof is ance to this statement as an appendix. It includes 
also a reproduction of table 5 of exhibit 8 introduced by the Post 
Office Department. before the Interstate Commerce Commission in 
Docket 31074, to which I have referred, and from which the chart 
displayed to you. was drawn. 

As questioning the validity of the alleged increased deficit of $52,- 
440,000 the discussions indicate an incorrect evaluation of the loss of 
volume and revenue because of Public Law 199. More specificall 
the discussions indicate substantial understatements of the costs aon 
would be involved in the handling of the heavy and bulky packages 
which may have been diverted from the parcel post to other transpor- 
tation media. The net result of the discussions is that instead of an 
increase of $52,440,000 in the deficit, as alleged, a decrease in the deficit 
should be the long-range result. 

The discussions concerning the costs have had to do principally with 
the question of why, in consideration of the revenues and costs per 
unit as shown in table 5 of exhibit 8, the Post Office Department did 
not save more in costs than it lost in revenue. 

The Assistant Comptroller of the Department testified that with 
an estimated net loss of $78,700,000 in revenue there would be a saving 
of only $26,260,000 in costs. Those results are not supported by his 
testimony at the time the figures were given to the Interstate Com- 
merce Commission or by his answers to questions by Commissioner 
Mitchell of the Commission and Chairman Murray of the House Post 
Office Committee. 

The results are not supported by the then Solicitor for the Post 
Office Department, the Honorable Ross Rizley, who in the main brief 
filed in ICC docket 31074 stated with regard to the figure of $52,- 
440,000 that the estimates related to conditions prevailing on January 
1, 1952, and were not intended to reflect the long-range effect of Public 
Law 199. He said that the Department’s cost witness indicated that, 
if the trend toward heavier parcels had continued, such increased 
expenses would have tended to offset the potential revenues from the 
heavier weight parcels. He said also that in the long run, if the limits 
of size and weight had not been reduced, the added expenditures for 
expanded facilities required conceivably .might have brought about 
even greater deficits. 

The.results are not supported by the Postmaster General, who on 
June 24, 1952, in regard to parcel post, reported to the Committee on 
Post Office and Civil Service, that since there is a loss in the handling 
of this bulk mail the increase in poundage and number of pieces han- 
dled augments the amount of the loss. He said, “In other words, the 
greater the volume, the greater the loss.” 

If the Post Office Department could in fact handle 49,300,000 . 
additional pieces of heavy and bulky parcel post with revenue of $98 
million at present rates at a cost of approximately $25 million as esti- 
mated by Executive Director Nelson of the Post Office Department, 
the Department would indeed be one of the greatest moneymakers in 
the country; certainly it should not be operating with a deficit. 

Even if the figures had been correct. when the estimates were made 
they, no longer would have validity. With an equal volume of in- 
creased parcel post the revenue figures would be the same because there 





140 POSTAL POLICY 


have been no rate changes since the $98 million estimate was made. 
However, there have been very substantial increases in the costs since 
that date which have not been taken into account in arriving at the 
$73 million figure. 

As another indication that because of the lesser volume of heavy 
and bulky packages after January 1, 1952, a greater sum of expenses 
should have been saved, reference is made to the proceeding before 
the Interstate Commerce Commission in 1950, ICC docket No. 30590: 
Increased Parcel Post Rates, 1950, at which time the Post Office De- 
partment requested the consent of the Commission to the establishment 
of surcharge rates for parcels handled outside of mail sacks, which 
would be the heavier and more bulky packages involving additional 
cost in handling. The extra charges proposed were subject to a maxi- 
mum charge of 50 cents per areal tor those weighing over 50 pounds 
and 25 cents per parcel for weights of 50 pounds or less. 

The Commission gave its consent to the Post Office Department to 
use its discretion as experience and future investigation demonstrated 
the extent to which such rates were justified. The Post Office De- 
partment established a surcharge of 20 cents to be applied to parcels 
carried outside of mail sacks effective April 1, 1953, 15 months after 
January 1, 1952, when the readjustments of size and weight limita- 
tions became effective. However, pending a further study to deter- 
mine the extra cost of handling so-called outside parcels, the surcharge 
rates were suspended by Order No. 55037 issued by the Postmaster 
General on February 20, 1953. 

Following protests from various groups of patrons of the parcel 
post, on March 4, 1953, an amendment to the proposal previously sub- 
mitted to the Commission was filed providing for the surcharge rates 
previously authorized by the Commission to be abolished. 

Studies which the express agency made of its first-class merchandise 
traffic indicate that during 1956 approximately 41 million shipments 
weighing from 1 to 70 pounds comprising about 41,500,000 packages, 
were handled. The studies showed for identical service, that pack- 
ages handled outside of containers required per package nearly five 
times the minutes required to handle pieces loaded in containers. 

The studies revealed also that about 18.5 percent of the packages 
could not be handled by the Post Office in standard No. 1 mail sacks 
and would therefore have to be handled as outside packages. 

In the early part of my testimony I referred to my attendance at 
the hearings in the two proceedings before the Interstate Commerce 
Commission concerning proposed increases in parcel-post rates. The 
interest of Railway Express Agency in these proceedings was in sup- 
port of the Post Office Department’s applications, but with the spe- 
cific purpose of calling to the attention of the Commission the fact 
that the costs reported by the Post Office Department in its presenta- 
tions were not the complete costs attributable to the handling of 
parcel post, that they included only the costs represented by appro- 
priations made to the Post Office Department and did not include 
costs attributable to the handling of parcel post but provided for in 
appropriations to other departments of the Government. 

The CHarrMan. Let’s be human for a minute. There were two 
reasons: One, this*°competition was hurting you, and you wanted their 
rates increased. 
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Mr. Gross. No, we were not before the Commission at that time for 
any increases in rates but I did have some cross-examination by the 
Commission. 

The Cuamman. You wanted their rates raised so it would be in 
line with yours as much as possible; is that not right? 

Mr. Gross. Well, we did not go there for a particular purpose. 

The Carman. I am not criticizing you for that Aut that is the 
truth; is it not ? 

Mr. Gross. Some additional business would have come to us if the 
parcel-post rates had been increased, very true. 

The appendix to this statement includes my testimony in regard 
to this subject given before the subcommittee of the House Com- 
mittee on Post Office and Civil Service, in January 1954. 

In conclusion, one, the revenue earned on fourth-class mail is re- 
quired by law to be sufficient to cover all costs of handling that class 
of mail so that no part thereof would affect the net results of other 
classes of mail or of other operations of the Post Office Department. 

Two, as has already been pointed out by the Post Office Depart- 
ment and by the Association of American Railroads, the figure of 
$73 million and the description on page 24 of the Citizens’ Advisory 
Council to your committee dated February 26, 1957, are irrelevant. 
Moreover, they are substantially incorrect. 

Three, traditionally in this country the handling of first-class 
mail has been a governmental operation. Some other functions of 
the Post Office Department may belong in Government and those 
operations might properly classify the Post Office as a public service. 
That cannot be said of parcel post which is handled by the Govern- 
ment in competition with private enterprise, and far beyond the limits 
established when parcel post service was inaugurated in 1913. 

The Cuatrman. [ live out in the country. How would I get a par- 
cel delivered to me? 

Mr. Gross. By parcel post ? 

The CHarman. I mean by express, out in the country, it may be 
15 or 16 miles out? 

Mr. Gross. Well, if it was a point at which we maintain an office, 
it would be delivered to you or it would be left at the office. 

The Crairman. Not by express, they would not bring it out there. 

Mr. Gross. I do not know the location of your home. 

The CuHarrman. We have plenty of places in the United States 
that you cannot get delivery by express. 

Mr. Gross. That is very true, sir. 

The Cuarrman. And I think both have a field; let’s acknowledge 
that and not cut one clean out or go to extremes in either field or you 
are going to hurt yourself. 

Mr. Brawtey. I want to point that out, Mr. Chairman. How 
many places do you deliver railway express in the country ? 

Mr. Gross. At which we have pickup and delivery service? 

Mr. Brawtey. Yes. 

Mr. Gross. Oh, I judge it would be some 5,000 or more. 

Mr. Brawiey. How many spots does the Post Office deliver parcel 
post, 41,000? Or 39,000, I believe it is. 

Mr. Gross. Where they deliver it ? 

Mr. Brawtey. Yes. 

93326—57—10 
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Mr. Gross. I would not know, sir. 

The Cuarrman. You heard the hearings when we were discussing 
and had under consideration what is now Public Law 199 and all the 
facts were brought out there, that there were a lot of places that 
needed this and wasn’t that the reason why they did not cut down on 
the weight to certain small post offices / 

Mr. Gross. Second-, third-, and fourth-class post offices, they were 
not affected by Public Law 199. 

The Cuarrmman. That is right. I think that is the reason for the 
way it is being done. 

Mr. Gross. No. 4, by my testimony before your committee, and be- 
fore the House committee as shown in the appendix hereto, it is 
abundantly clear that the figures of $52,440,000 and $73 million alleged 


1p 


to represent the increase in the parcel-post deficit by the enactment of 
Public Law 199 are fictitious. The facts do not sustain that position, 
On the contrary, the law should be acclaimed as assisting the Post 
Office Department to divest itself of the handling of some of the 
freight business and in so doing eventually reduce the parcel-post 
deficit. 

If I may ask at this time, Mr. Chairman, to have the appendix to 
my statement included in the record? 

The Cuatrman. It will be done. I think it would be all right. 

Senator Carson. Yes. 

(The material referred to is as follows :) 


APPENDIX TO STATEMENT OF PAUL Gross, JR., ASSISTANT TO THE PRESIDENT, 
RAILWAY Express AGENcy, INc. 


(Appearance before Committee on Post Office and Civil Service, House of 
Representatives, January 1954) 


Madam Chairman and members of the committee, my name is Paul Gross, Jr. 
I reside in the village of Hartsdale, N. Y., and am employed by Railway Express 
Agency, Inc., as administrative assistant to the president and also as the 
secretary of the company. My office is located at 230 Park Avenue, New York. 
At the hearing before this subcommittee on January 11, Mr. James E. Nelson, 
Executive Director, Bureau of Post Office Operations, made this statement: 


“FINANCIAL CONSEQUENCES 


“Our estimates are that, as a result of the new weight and size limits, the 
postal system lost $72 million of gross revenue annually under the old parcel-post 
rates. This loss can be translated into $98 million under the present rates. It 
is estimated that the cost of handling the lost business would have been ap- 
proximately $25 million so that the net loss in revenue is now estimated to be 
$73 million annually under present rates.” 

This witness would have us believe that only $25 million of additional costs 
would be incurred to handle approximately 49 million heavy and bulky shipments 
earrying revenue of $98 million. 

No data to support these figures were given. For example, it was not stated 
how the $72 million of lost gross revenue was arrived at: nor was it stated how 
the estimated cost of handling the lost business of approximately $25 million 
was arrived at. It is apparent, however, that these figures were based on testi- 
mony in the parcel post rate case before the Interstate Commerce Commission 
last year. That record had been blindly assumed as establishing the fact that 
under the old parcel-post rates the deficit in the parcel-post service was increased 
$52,440,000 by reason of the return of business to former channels of transporta- 
tion as a result of Public Law 199, and that under the new parcel-post rates 
effective on October 1, 1953, the increase in the deficit becomes $73 million. I 
propose to show that the deficit from parcel-post operations was not increased by 
reason of Public Law 199, and shall rely on statements made by Post Office De- 
partment representatives and analyses of operating statistics which I have 
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made and will hereafter describe. I have taken the liberty to reproduce table 5 
of Post Office Department’s exhibit No. 8 introduced at the hearing in docket 
No. 31074, “Increased parcel post rates, 1953” (289 L. C. C. 107) ; it is attached 
hereto as appendix A. It is shown that, for every zone and for weights from 
1 to 70 pounds, inclusive, the expense per unit exceeds the revenue per unit under 
the rates in effect when the exhibit was introduced. 

It is perfectly obvious that if, as of the effective date of Public Law 199 (and 
that is the date as of which Mr. Walsh developed the sum of $52,440,000) as to 
each and every weight and for all zones, the expense per unit exceeded the 
revenue per unit, the Department should have saved in expenses a sum greater 
than the revenue it lost by reason of the lesser volume. 

At the hearing before the Interstate Commerce Commission in April 1953 in 
docket No. 31074, the witness for the Post Office Department, Mr. Edmund J. 
Walsh, Assistant Comptroller, presented the principal testimony and statistical 
data analyzing the revenues and expenditures of the Post Office Department. 
Particular attention was given to developing the amounts of revenues and ex- 
penditures incident to the handling of zone-rate parcel post for the 6 months, 
January 1 to June 30, 1952, and the development of unit expense. 

The proceeding followed the filing of a petition of the Post Office Department 
requesting the consent of the Commission to increase parcel-post charges so 
as to greatly reduce the amount of the deficit sustained by the Department in 
handling parcel-post packages or to entirely eliminate the deficit. It was esti- 
mated, as indicated by exhibit No. 8 submitted by Mr. Walsh on table 6, that for 
the calendar year 1952, based on the volume of parcel post handled during the 
first 6 months of 1952, the revenues under the then present rates would be 
$422,327,007, that the expenditures would amount to $578,590,346, indicating a 
deficit of approximately $156 million. In the same table it was estimated that 
under the proposed parcel-post rates the revenues would be increased by the 
amount of approximately $159 million, and that the deficit would be eliminated ; 
in fact; there would be an excess of revenues over expenditures of $2,836,000. 

In the early part of the testimony, in explaining why the 6-month period 
from January 1 to June 30, 1952, was chosen, the witness gave 5 reasons therefor, 
namely : 

1. The increased rates for parcel post which became effective October 1, 1951. 

2. The increase in rates of payment to the railroads for the transportation of 
mail approved by the Commission on November 13, 1951. 

3. The revised salary rates for postal employees which became effective July 
1, 1951. 

4. The law covering leave for employees of the postal field service which 
became effective on January 6, 1952. 

5. The revision of the limits of size and weight of fourth-class matter mailed 
between post offices of the first class, which were reduced by Public Law 199, 
82d Congress, and became effective January 1, 1952. 

No detailed explanation was given in connection with the first four items 
enumerated, but, continuing with his testimony, the witness added testimony 
with respect of the fifth item enumerated; namely, that regarding the revision 
of weight and size limits. He stated, and I quote: 

“The parcels within the affected weight limits were reduced by about 49,300,000 
pieces on an annual basis, with a related reduction in revenue of approximately 
$98,500,000.” 

And, after making some allowance for an offset because of shippers dividing 
shipments into 2 or more smaller parcels, stated, “The net loss in revenue 
amounted to $78,700,000.” With regard to the reduction in expenses, the witness 
stated, and I quote: “It is estimated that the savings in costs due to the smaller 
volume of parcel post handled since January 1, 1952, amounts to approximately 
$26,260,000 on an annual basis.” Then, deducting the sum of $26,260,000 from 
the net loss in revenue of $78,700,000, Mr. Walsh said that it “indicates an 
increase in the deficit of $52,440,000 under the conditions prevailing as of the 
effective date of Public Law 199.” 

The witness stated also, and I quote: 

“The number of heavier parcels in the mails had increased materially for 
several years prior to the enactment of Public Law 199, and the facilities of 
some offices were seriously taxed. It is doubtful that the postal service could 
have continued to handle additional volume without requiring additional ex- 
penditures for expanded facilities.” 

The revised weight and size limits of packages for handling as parcel post 
resulting from the enactment of Public Law 199 by the 82d Congress became 
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effective January 1, 1952; the results of operations for the first 6 months of 
1952, that is, pieces, revenues, expenses, and deficit, contained not any of those 
data as to packages diverted from parcel post commencing January 1, 1952, 
because of the revision of the weight and size limits, and they were not pertinent 
to the case. The Department was seeking consent to increase charges on the 
packages of weights and size limits it continued to handle commencing January 
1, 1952, to meet the costs the Department had assigned to the handling of 
those packages. 

From the very moment the statements were made, those present at the hear- 
ing who appeared in opposition to the increase in parcel-post rates, representing 
the same group of patrons of the parcel-post service who are now striving to 
bring about the repeal of Public Law 199, have capitalized upon the statements 
of the witness, giving them much publicity and saying that Public Law 199 was 
losing $52,440,000 for the Post Office Department, and that, if the weight and 
size limits of 70 pounds and 100 inches, respectively, were restored, the deficit 
would be reduced by $52,440,000. 

After reading the testimony of Witness Walsh and examining his exhibit, one 
must conclude that the interpretation thereof by some parties that $52,440,000 
would have been saved were it not for Public Law 199 is fallacious. 

In the first place, Mr. Walsh testified that the parcels within the affected 
weight limits were reduced by about 49,300,000 pieces on an annual basis. He 
did not testify that this reduction was as the result of Public Law 199. The 
Department’s witness based his statement concerning the loss of 49,300,000 pieces 
on his estimate of what might have been handled if the volume had continued 
to rise and weight limits had remained unchanged. 

Table 7 of Mr. Walsh’s exhibit No. 7 shows for the 6 months, January to June 
1952, the distribution of parcel-post packages by weights and zones. Table 6 of 
his exhibit No. 8 shows the estimated total number of parcel-post packages for 
the year 1952 as 1,026,541,088. By distributing the 1,026,541,083 packages on 
the basis of ratios developed from the actual distributions to weights and zones 
for the 6 months, I developed the number of packages by weights and zones for 
the calendar year 1952. I then compared the number for the calendar year 1952 
with the number for the fiscal year ended June 30, 1951, and developed the in- 
crease or decrease for each weight or weight bracket for each zone. This 
oma for all zones, the following increases and decreases in the several weight 

rackets : 
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Of particular significance in the review of the results by zones was the show- 
ing that for zones 1 and 2, where the limit of weight between first-class offices is 
40 pounds, for the calendar year 1952 compared with fiscal year ending June 30, 
1951, there was a decrease of 36,184,672 in the number of packages weighing 1 to 
70 pounds, of which 5,016,678 pieces weighed 41 to 70 pounds. 

If Mr. Walsh had made his comparisons as I have outlined, certainly a much 
more defensible method, he would have found a decrease of more than 31 
million parcels weighing 5 to 10 pounds, inclusive. That decrease could not have 
resulted from the weight limits in Public Law 199 which did not affect that traffic 
and must be attributed to other factors, such as changes in shippers’ procedures, 
economic conditions, and the 1951 rate increase. With a decline in these weights. 
it is perfectly reasonable to conclude that a decline might also have been ex- 
perienced in other weights, even if weight limits had remained unchanged. 

Because there was a lesser number of parcels within the affected weight limits, 
it does not necessarily follow that the entire reduction was due to Public Law 199. 

To the extent that the reduction in the number of pieces (due to Public Law 
199) is not correct, the estimated loss of revenue also is not correct. 
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In the second place, the estimated savings in costs due to the smaller volume 
of parcel post handled since January 1, 1952, of approximately $26,260,000, are 
greatly understated. 

Previously I referred to the chart which has been displayed before you and 
mentioned that, as to each and every weight shown and for all zones, the ex- 
pense per unit exceeded the revenue per unit and that, therefore, the amount of 
savings in expenses should have exceeded the amount of revenu lost by reason of 
the lesser volume, substantiating my statement that the estimated savings in 
cost of approximately $26,260,000 are greatly understaded. There is no room 
for any other conclusion . 

I should like to point out a few illustrations by reference to the chart; the 
amounts are as shown in table 5 of the Department’s exhibit No. 8, which is 
reproduced at the end of my statement. The revenue per unit of packages 
weighing 40 pounds in zones 1 and 2 is shown at $1.11; the expense per unit of 
the same weight in the same zones is shown as $1.80 plus. The revenue per 
unit of a package weighing 25 pounds in zone 4 is $1.33; the expense per unit 
is $1.87 plus. The revenue per unit of a package weighing 25 pounds to zone 8 
is $3.63, and the expense per unit of the same weight to the same zone is $4.61 
plus. The revenue per unit of a package weighing 70 pounds to zone 8 is $9.93, 
and the expense per unit is $12.64 plus. It will be observed that the losses 
increase as the weights and distances increase. 

At the hearing before the Committee on Post Office and Civil Service on H. R. 
6052, Mr. Walsh was called upon to explain the alleged deficit of $52,440,000. At 
pages 321 and 322 of the report of the hearings there is recorded the testimony 
of Mr. Walsh, 

At this hearing on H. R. 6052, in July 1953, Congressman Murray repeated four 
questions which had been asked of Mr. Walsh during his cross-examination by 
Mr. Hartman Barber, who is general representative of the Brotherhood of Rail- 
way and Steamship Clerks, Freight Handlers, Express and Station Employees 
at the hearings before the Interstate Commerce Commission in docket No. 31074 
in April 1953, which questions had to do with table 5 of exhibit No. 8, and which 
appears at the end of my statement, as follows: 

“Was there not a loss on every parcel-post shipment to the Post Office 
Department? 

“On a 70-pound package to the eighth zone, there would be a loss of $2.51 (sic)? 


What would have been the expense on 2 pieces of 70 pounds to the eighth zone— 
twice that? 


“How much on 10 pieces—10 times that $2.71?” 

To each of these questions Mr. Walsh had given an affirmative answer. 

At the Commission’s hearing Mr. Barber also said to Mr. Walsh, still referring 
to this table which is before you, “Looking at this table, Mr. Walsh, I fail to find 
where in any instance the cost of handling any of these pieces from 1 to 70 
pounds in any zone is lower than the revenues received. Therefore, in handling 
these pieces from 1 to 70 pounds, it would have cost the Department more to 
bandle them than the loss in revenue.” 

Mr. Walsh responded by saying: “I have no reason to disagree with you.” 

Mr. Murray then referred to the brief filed with the ICC by the Post Office 
Department wherein it was stated: 

“The National Council on Business Mail, Inec., makes much of the fact that 
estimates furnished by the Postmaster General indicate that the weight and size 
limits fixed by Public Law 199 have operated to reduce the number of pieces of 
parcels, and that the consequent loss in revenue indicated an increase in the 
deficit of $52,440,000, resulting from the size and weight restrictions provided 
in Public Law 199. 

“As a matter of fact, the testimony of the Department’s cost witness clearly 
indicates that if the trend toward heavier parcels experienced prior to the effec- 
tive date of Public Law 199 had continued, thus requiring additional substantial 
expenditures for expanded facilities and increased expenses would have tended to 
offset the potential revenues from the heavier weight parcels. In other words, the 
immediate result of changes accomplished by Public Law 199 must be clearly 
distinguished from the long-range results contemplated when the legislation was 
enacted. In the long run, the added expenditures for expanded facilities con- 
eceivably might have brought about even greater deficits than those immediately 
resulting from the decreased revenues attributable to the absence of heavy 
parcels.” 

Mr. Murray then referred to the Interstate Commerce Commission’s decision 
wherein the Commission said: 
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“We are unable to agree with the protestants that an increase in traffic, 
especially such as might result from restoration of the former size and weight 
limits, would insure against recurring deficits. In the fiscal year 1951, the 
number of parcels carried was 27 percent greater than it was in the fiscal year 
1946. In the same period the deficit estimated for fourth-class mail rose from 
$42,415,000 to $131,141,000.” 

Following these quotations, Mr. Murray said, in part: 

“You cannot tell me that because of the enactment of Public Law 199 there 
was any loss of $52 million because the more parcel post you handle, the more 
you lose.” 

To this statement Mr. Walsh responded: “My testimony before the ICC did 
not disagree with that point at all. The extract that you read from the hearings, 
and the report of the Commission adequately portrays the testimony that I gave 
before the Commission.” 

Mr. Murray then asked about the increase in transportation and the expansion 
of facilities and the increase in salaries of personnel. Congressman Boland 
then asked Mr. Walsh if in the long run the adoption of Public Law 199 will not 
assist the Post Office Department, to which Mr. Walsh answered: “I think 
it could have that result.” 

When Mr. Murray said to Mr. Walsh that Public Law 199 would get the 
Department out of the freight business, Mr. Walsh said: “My testimony was 
that it probably was not harmful to the Department in my opinion.” 

Pages 321 and 322 of the report of the hearing on H. R. 6052, which sets forth 
the testimony I have related, were reproduced and are attached as appendix B. 

Perhaps the most important part of the costs of handling parcel-post packages 
of the higher weights and for longer distances which are those most directly 
affected under Public 199 is the cost of transportation of the packages. Indeed, 
because terminal costs are substantially the same regardless of the length of 
haul, the only justification for a higher expense per unit, say for 70 pounds 
handled in zones 1 and 2 of $3.02, and $12.64 for zone 8, is the cost of 
transportation. 

Reference was made previously to a tabulation I prepared to show the increase 
or decrease in the number of parcels of each weight or weight bracket and by 
zones, for the calendar year 1952 compared with the fiscal year to June 30, 1951; 
that same tabulation was used to price the cost of transportation in accordance 
with the formula used by the Department shown on sheet 2 of table 2 of th: 
Department’s exhibit No. 8. The result of these computations indicates that 
the transportation cost alone on the volume of parcel post business alleged to 
have been diverted from the Post Office Department amounted to about 
$46,540,000. 

From tables 22 and 24 of the Department’s exhibit No. 7, it was developed 
that the expenditures for initial and terminal service in connection with the 
handling of fourth-class mail represented 87 percent of the amount of expendi- 
tures for transportation and distribution in transit also attributable to fourth 
class. On the basis of this relationship—that is, by applying 87 percent to the 
sum of $46,540,000—we determined that approximately $40,490,000 is attributable 
to initial and terminal service in connection with the decrease in the number 
of packages handled in the weight brackets affected by Public Law 199. This isa 
wholly realistic figure when considered with the handling of 49,300,000 pieces 
at first-class post offices, where, based on our own experience, the total and unit 
costs are the highest. The aggregate of the estimated savings of $46,540,000 
account of transportation costs and the $40,490,000 account of initial and terminal 
service, or $87,030,000, is contrasted with an estimated revenue loss of $78,700,000. 

This indicates that instead of increasing the Post Office deficit by $52,440,000 as 
alleged, the lesser volume of packages in the weight brackets affected by Public 
Law 199 actually caused a reduction in the deficit by more than $8,000,000. 

In further support of the conclusion that with a lesser volume of heavy and 
bulky packages because of Public Law 199 a greater sum of expenses should 
have been saved than was lost in revenue, reference is made to the examination 
of Witness Walsh in the parcel-post rate increase case, Docket No. 31074, follow- 
ing an exchange of questions and answers as to that part of the deficit from 
handling parcel post sustained in zones 1 and 2. At pages 854 and 855 of the 
transeript of the record, Commissioner Mitchell stated a question asked of 
Witness Walsh. and I quote: 

Commissioner MitroHeitt. As I understand his question, if your volume of 
business had been maintained to the height that it would have been if it had not 
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been for the weight and size limitations you would have had a higher cost and 
therefore a larger deficit, is that what you are asking?” 

“Mr. Wa.cprop. Yes.” 

“The WitnEss (Mr. Walsh). That would not just apply to zones 1 and 2. That 
would apply any place, particularly to the farther zones.” 

In the main brief filed with the Interstate Commerce Commission by Solicitor 
Ross Rizley for the Post Office Department in Docket No. 31074, and dated May 
22, 1953, the following statement appears at pages 22 and 23: 

“The protestants attempted to capitalize on estimates furnished by the Post- 
master General which indicated that the weight and size limits fixed by Public 
Law 199 had operated to reduce the number of parcels and to produce a loss of 
revenue resulting in an annual increase in the deficit of approximately $52,440,- 
000. This figure wis derived from estimates furnished by the Department for 
the purpose of (1) explaining the necessity for using the 6 months’ period Janu- 
ary 1 to June 30, 1952, for determination of revenues, costs, and volume of 
fourth-class mail and (2) explaining frankly the major areas in which changes 
affecting revenues and costs have occurred since the calendar year 1949, which 
was the last study period used by cost ascertainment to determine costs attribut- 
able to fourth-class mail as a basis for rate changes. These estimates related to 
conditions prevailing on January 1, 1952, the effective date of Public Law 199, 
and were not intended to reflect the long-range effect of that law (transcript 
137-148, 843, 846, 857). The testimony of the Department’s cost witness indicated 
that, if the trend toward heavier parcels experienced prior to the effective date 
of Public Law 199 had continued, thus requiring additional substantial expendi- 
tures for expanded facilities, such increased expenses would have tended to off- 
set the potential revenues from the heavier weight parcels (transcript 139-141, 
857). In other words, the immediate result of changes accomplished by Public 
Law 199 should be distinguished from the long-range results contemplated when 
the legislation was enacted. In the long run, if the limits of size and weight had 
not been reduced, the added expenditures for expanded facilities required con- 
ceivably might have brought about even greater deficits than those immediately 
resulting from the decreased revenues attributable to the exclusion of the 
heavy parcels.” 

In this discussion no consideration has been given to the expanded facilities 
which would have been required as stated by Mr. Walsh, if the postal service 
were to handle additional volume. 

Mr. Walsh’s statement that there had been a material increase in the number 
of heavier-parcels for several years prior to the enactment of Public Law 199 is 
substantiated by the cost ascertainment reports, which for the year ended June 30, 
1946, show there were 821,226,867 parcels handled at zone rates, weighing 2,282,322 
tons, whereas for the fiscal year ended June 30, 1951, there were 1,046,944,222 
zone rate parcels weighing 3,848,237 tons; thus while the number of pieces of 
parcel post increased 27.485 percent, the number of tons handled increased 68.611 
percent. During that period the deficit attributable to fourth-class mail increased 
from $42,415,000 to $131,141,000, or 209.183 percent, thus, the increased volume 
of parcel-post traffic was represented largely by heavier packages, as indicated 
by the substantially greater increase in tonnage, and the relatively greater in- 
crease in tonnage was followed by an even greater increase percentagewise in 
the deficit attributable to fourth-class mail. 

It is of interest to note what has been said in Congress regarding parcel post, 
in 1951, and in 1912 just prior to the inauguration of parcel post, I should like 
to quote from page 3 of the report No. 695, submitted August 21, 1951, of the 
Senate Committee on Post Office and Civil Service to accompany Senate bill 1335, 
which became Public Law 199 of the 82d Congress: 

“However, when it is considered that, in its present status, parcel post has 
become an express and freight business, requiring large buildings for housing, 
and evergrowing transportation facilities by rail, highway, and otherwise, and 
that it is a business in direct competition with private enterprise, it is under- 
standable that it has been the theory, from the beginning, that parcel post 
should pay its way. Speaking on this subject, in connection with the bill before 
the 62d Congress that established parcel post, Senator Bourne, of Oregon, said: 
‘Mr. President, it was the desire of the committee and of myself to establish a 
system (parcel post) that we were satisfied would be absolutely self-supporting.’ ” 
[Emphasis supplied.] 

The 62d Congress in establishing the parcel post obviously intended that 
every cost sustained by the Government in performing the service should be 
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ineluded in determining whether parcel post was paying its way. That the 
Jongress had no intention of confining the cost statements to amounts paid 
from appropriations made direct to the Post Office Department is clearly stated 
in Senate Report No. 955, submitted July 23, 1912, in connection with H. R. 21279 
(the Post Office appropriation bill for the fiscal year 1913) wherein at pages 
25-26 the Senate Committee on Post Offices and Post Roads said in connection 
with a reported Post Office surplus: 

“* * * we deem it appropriate to call attention to the fact that all computa- 
tions which indicate a surplus overlook several important items which would 
be included in the financial statement of any private enterprise. A statement 
of expenditures for the Post Office Department does not take into account the 
rental value of or the interest on the investment in Federal buildings used 
wholly or in part for post office purposes. These Federal buildings are under 
the custody of the Treasury Department, which Department is charged with the 
expenditures for maintenance of buildings and grounds. The Treasury Depart- 
ment pays for lighting, heating, cleaning, repairing, and otherwise caring for 
Federal buildings used for post office purposes. The fixed equipment in such 
buildings is also paid for by appropriations for the Treasury Department. 
These items are properly chargeable to the postal service and should be taken 
into consideration in presenting a financial statement which shows the revenues 
and expenditures of the Post Office Department. This is not a reflection on 
the present administration, but on the antiquated and unbusinesslike methods in 
vogue for decades making it impossible to give a correct balance.” 

The foregoing statement shows conclusively that the 62d Congress intended 
that every expense incurred should be taken into consideration in ascertaining 
the cost of conducting the postal service. It did not limit the expenses charge- 
able to the postal service to those that were paid out of Post Office Department 
appropriations but on the contrary intended that every expense should be 
included in the cost statements. 

This original intent has not been carried out. 

As I testified in Docket No. 31074 for 1952 on a very conservative basis the 
cost items not included by the Post Office Department in its cost ascertainment 
for fourth-class mail, and therefore not considered in developing the true total 
cost of rendering the service and the true deficit if those costs had been in- 
cluded, and therefore not considered, in fixing the rates for parcel post, which 
became effective October 1, 1953, are as follows: 


Cost of providing space in Government-owned buildings $24, 059, 303 
Cost of operating 93 buildings borne by General Services Adminis- 
1, 744, 888 
Contribution of the Government to support the civil-service retire- 
ment and disability fund in behalf of postal employees 15, 210, 620 
Motor vehicles loaned to the Department by other Government 
370, 096 
2, 217, 600 


43, 602, 507 
In the testimony it was also shown the deficit was understated by 
the Department in that it credited parcel post with an excessive 
amount of revenue from box rents, viz 2, 995, 800 


46, 598, 307 


While this statement includes some large expenditure items that should be 
but are not taken into account by the Post Office Department, it is not a com- 
plete listing of such items. The Department uses 14 Government-owned build- 
ings for garage purposes, but nothing has been included in the foregoing state- 
ment for the rental value of those quarters. It is benefited by services rendered 
by other governmental agencies, such as the purchase of building sites and prep- 
aration of plans for buildings to be constructed in the future by the Public 
Buildings Administration; also, services performed by the Civil Service Com- 
mission, the Bureau of Employees’ Compensation, and others. All of these 
services should be evaluated and costs apportioned to the several classes of 
mail in order to determine the full cost of conducting the parcel-post service, 
and to permit the determination of rates adequate to produce the revenues 
necessary to sustain it. 

Therefore, as an absolute minimum the revenues to be earned by the rates 
which became effective October 1, 1953, will not meet the full costs of the service 
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2 mene than $46,500,000, and this amount was predicated upon the level of 
1 costs. 

At the hearings before this subcommittee a number of witnesses endorsed the 
principle of establishing parcel-post rates to meet the costs of the service and 
of course all costs should be included. If they are, even greater increases in 
parcel-post rates would be necessary. 

Pertinent to the matter of excluded costs and referring to the press release 
mentioned by Mr. Hammell regarding the talk by Postmaster General Summer- 
field on October 6, 1953, wherein he said: 

“Let me call your attention to the fact that the huge postal deficit figures I 
have already cited do not include a sum exceeding $100 million a year for the 
costs of the civil-service retirement system and workmen’s compensation for 
postal employees, the costs of maintaining and operating Government buildings 
used for post-office services, the occupancy costs for Government buildings and 
other items which would ordinarily be charged as the normal operating costs 
of a business.” 

And, again, later in his remarks, stated that: 

“Despite our many pressing problems, we are not overlooking the future. 
Contrary to popular belief, no post offices are built out of postal receipts. The 
money for new post offices has to be appropriated by the Congress. Eventually 
we are going to have to face a high building program, if our expanding volume 
of mail is to be handled satisfactorily.” 

On several occasions it has been asserted that the Post Office Department 
handles parcel post packages more economically than the express agency handles 
express packages. Investigation into the matter developed that there was no 
foundation for that assertion; the reverse is true. The agency handled express 
packages at less cost than the Post Office Department handled parcel post 
packages. That fact was demonstrated by a group of statements in exhibit No. 
74 accompanied by appropriate testimony submitted by the express agency to the 
Interstate Commerce Commission at the hearings in ex parte No. 185—‘In- 
creased Express Rates and Charges, 1953.” The statements were prepared from 
the records and accounts of the express agency, and from the exhibits prepared 
and used by the Post Office Department in their rate case proceeding, I. C. C. 
docket No. 31074. 

The exhibit showed, using ton-miles as the common service service unit that 
in 1952 parcel post costs were 37.63 cents, or 52 percent higher than the 24.69 
cents representing total-less-carload express costs. 

I believe by my testimony and through the use of statements by Post Office 
Department repfesentatives and by analysis of operating statistics which I made, 
it is abundantly clear that the figure of $52,440,000 alleged to represent the in- 
crease in the parcel-post deficit by the enactment of Public Law 199 is fictitious, 
and that, therefore, the proponents of action to repeal Public Law 199 should 
cease and desist in referring to any increase in the parcel-post deficit because of 
the enactment of Public Law 199. The facts do not sustain that position. On 
the contrary, the Post Office Department should acclaim the law as assisting 
the Department to divest itself of the handling of some of the freight business and 
in so doing reducing the parcel-post deficit. 
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The CuarrmMan. Were there any questions? 

Senator Cartson. No. I would like to say that I appreciate Mr. 
Gross’ testimony. Itis very helpful. 

The CHarrMan. We appreciate your coming before us. 

Mr. Gross. I thank you for the opportunity of coming and for your 
time and for your listening. 

The Cuarrman. The committee is adjourned. 

(Whereupon at 12: 40 p. m., the subcommittee was adjourned. ) 
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WEDNESDAY, MAY 1, 1957 


Unrrep States Senate, 
Committee oN Post Orrice anv Civit Service, 
SuscomMitree on Postat Portcy, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10:35 a. m., 
in room 135, Senate Office Building, Washington, D. C., the Honorable 
W. Kerr Scott, presiding. 

Present: Senators Johnston (chairman of the committee), Scott, 
Martin, and Morton. 

Also present: J. Don Kerlin, staff member, and Frank A. Paschal, 
staff member. 

Senator Scorr. The meeting will please come to order. I want to 
adjourn promptly at 12 o’clock, so keep that in mind. 


STATEMENT OF ROY C. FRANK, GENERAL COUNSEL, PARCEL POST 
ASSOCIATION 


Mr. Frank. My name is Roy C. Frank. I am an attorney in the 
private practice of the law in Washington, D. C. I am testifying 
today as the general counsel of the Parcel Post Association which is a 
national organization whose members are extensive users of the parcel- 
post service. I was Associate Solicitor for the Post Office Department 
from September 1946 to March 1, 1951, and Solicitor from March 1, 
1951, to March 15, 1953. 

I would like to say at this time, Mr. Chairman, I am not testifying 
here as a transportation or cost expert. I am merely testifying as an 
attorney who has had some little experience in the parcel-post field 
and the post-office field. 

Your courtesy in permitting me to testify with respect to title 39, 
United States Code, section 557, is appreciated, and I hope that my 
testimony may be of some assistance to this committee. 

Section 557 provides: 


The Postmaster General shall, from time to time, request information from 
the Interstate Commerce Commission as to the revenue received by railroad 
companies from express companies for services rendered in the transportation 
of express matter, and may, in his discretion, arrange for the transportation 
of mail matter other than of the first class at rates not exceeding those so 
ascertained and reported to him, and it shall be the duty of the railroad 


companies to carry such mail matter at such rates fixed by the Postmaster 
General. 


This section was, and still is, an integral part of the Railway Mail 
Pay Act of 1916. The failure of the administrative agencies to enforce 
the law does not affect its validity. As Mr. Justice Frankfurter said 
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in Federal Trade Commission v. Bunte Bros (1941, 312 U.S. 349), 
at page 352: 

Authority actually granted by Congress of course cannot evaporate through 
lack of administrative exercise. 

The purpose of section 557 was, and still is, to obtain for the public 
for the transportation of mail matter other than of the first class, the 
same financial treatment as that received by the express companies 
from the railroads for comparable service. Long and careful investi- 
gation impelled Congress te the conclusion that.such mail matter and 
express matter are physically identical, and that the transportation 
problems surrounding the one are similar to those surrounding the 
other. This similarity was recognized by the Interstate Commerce 
Commission as early as 1913, when it said, Jn re Express Rates (1913, 
26 I. C: C. 182), at page 139: 

* * * express service is radically different from the services performed by 
the railroads in the carriage of passengers and property, and is more precisely 
comparable with the’ service performed for the public by the Post Office. De- 
partment. 

From its inception the express service has been in competition with 
the non-first-class mail service. In the early days, express companies 
also held themselves out as carriers of first-class mail. The Post Office 
Department stopped this practice by court action. Jn re Hupress 
Rates (1912; 24 I. C. C, 397, 400). Congress was well aware of this 
competition when it enacted the Parcel Post Act of 1912, act of Au- 
gust 24, 1912 (37 Stat. 539,557). Fear of intensified competition with 
their express and freight business, both because of the enactment of 
the Parcel Post Act and because of the proposed adoption of a space 
basis instead of the prevailing weight basis for the payment of rail 
charges for the transportation of mail matter led the railroads to 
strenuously oppose the enactment of the Railway Mail Pay Act of 
1916. This opposition is shown in the following statement by Senator 
Husting, 53 Congressional Record 5825: 

The railroads were given a hearing at their own request before the House 
Committee on the Post Office and Post Roads before the bill was reported. 
They opposed the bill (Railway Mail Pay Act) principally upon the ground 
that the space basis would permit, as they claimed, an extraordinary develop- 
ment of the Government’s parcel post system at the expense of their ¢xpress 
aud freight business. 

In the light of this competitive situation, Congress was of the 
opinion that neither the Post Office Department nor the express com- 
panies should have an advantage over the other with respect to trans- 
portation costs for equivalent services by the railroads. At the same 
time Congress recognized that it had the power to compel the rail- 
roads to carry mail matter at a lower compensation than that paid 
by commercial shippers if it decided that public policy so required 
(51 Congressional Record 13403). 

I would like to say at this time, Mr. Chairman, I have tried to 
document every statement that is made here by reference to some 
authority. I have drawn very few conclusions of my own. 

Congress well knew that because of the intimate relationships be- 
tween: the railroads and the express companies, the express companies 
would be adequately protected against discrimination. This intimate 
relationship was set forth by Congressman Beakes of Michigan (53 
Congressional Record 2464), as follows: 
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The railroads are in partnership with the express companies—so far, at least, 
as their compensation for carrying express is concerned. 


Congress also was fully aware that the public interest had to be 
protected against undue preference to express matter at the expense 
of mail matter. It thought that it was affording this protection when 
it enacted section 557. 

Congressional fears that the protection rendered the express com- 
panies by the railroads would not be extended to the mail service were 
confirmed by the Interstate Commerce Commission, Express Con- 
tract, 1920 (39 I. C. C. 518, 523, 552), when it said: 


The carriers are insistent that they shall be fully compensated for the cost 
of the mail service, including a 5.75 percent return upon investment. They are 


not insistent, however, upon the same result in the case of the other two 
services— 


that is, passenger and express. 


The contrast in this respect between the mail and express services is very 
sharp. These two services are to a considerable extent in competition with 
each other * * *. In the case of the mails, as above indicated, they have been 
and are both insistent and persistent in endeavoring to obtain full compensation 
based upon a cost analysis. In the case of the competitive express service 
there has been no such endeavor. On the contrary, under their contract with 
the American Railway Express Co. the railroads in effect assumed the financial 
risks of the express business and agreed to compensation of an indefinite and 
uncertain character for their services without undertaking to ascertain or 


estimate the cost. 

The unfairness of this practice was condemned by Commissioner 
Eastman of the Interstate Commerce Commission in his dissenting 
opinion in Railway Mail Pay, 1928 (1441. C. C. 725), when he stated, 

ve 727 
page 727: 


It is not “fair” in my opinion for the railroads to demand full compensation 
from the Government for the carriage of the mails when they make no similar 
demand upon the competitive express service. 

The principle embodied in section 557 was not new. It followed 
a basic legislative tenet that the Government should not be required 
to pay more for similar services than does a private individual or a 
commercial concern. As early as 1864, in the act of July 2, 1864, 
Congress imposed the condition upon the Northern Pacific Railway 
Co. that it could not charge the Government higher rates for trans- 
portation and telegraphic service than it charged individuals. Pas- 
senger, freight, and baggage service is furnished the Government at 
the “ordin: ary commercial rates. Neither logic nor congressional pol- 
icy dictates that the Post Office Department should be charged on a 
higher compensation basis than that charged the Railway Express 
Express Agency for comparable service, “partic ularly where non- 
first-class mail matter is carried on the same trains and in the same 
cars as express matter. 

The purpose of section 557 is clearly reflected by its legislative his- 
tory. The following statement by Congressman Moon, ‘chairman of 
the House Committee on the Post ‘Office and Post Roads (51 Congres- 
sional Record 13408) is typical of the statements made during the 
course of the debates : 

This provision is directed to the ascertainment. of a rate—I may 
say those words are significant, “the ascertainment of a rate”— 


which the railroad companies would derive from the carrying of express matter 
that is analogous in character and method to transporting the mail matter. In 
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other words, it provides that the Postmaster General may secure from the 
Interstate Commerce Commission, from time to time, information as to the 
revenue which railroad companies receive from express companies for carrying 
matter analogous and similar to mail matter and under similar conditions. 

Section 557 has been more honored by its breach than by its ob- 
servance. Postmasters General have, on repeated occasions, per- 
formed their statutory duty by requesting information from the In- 
terstate Commerce Commission, but that body has just as consistently 
denied that it had any tat ate to perform under the section. 
Railway Mail Pay, 1919 (66 I. C. C. 1), Petition of the Postmaster 
General for Rehearing, (pp. 30, 49-57); Railway Mail Pay, 1928 
(144 I. C. C. 675), Brief of the Postmaster General, (pp. 359-362). 

In an ancillary proceeding to Railway Mail Pay, 1951 (283 I. C. C. 
503), commenced in 1947, the Postmaster General filed a petition with 
the Interstate Commerce Commission requesting that it furnish him 
with information as to the revenues received by the railroads from 
express companies (Railway Express Agency) stated in units of 
service common to the carriage of express and mail matter, other than 
that of the first-class, with necessary adjustments to reflect the differ- 
ences in services performed. 

The Commission denied the petition, assigning as the reasons there- 
for (1) that section 557 did not impose the duty on the Commission 
to make an investigation and study of the operation of the railroads 
and the Railway Express Agency in connection with the transporta- 
tion of express matter, and the revenues received therefrom, for the 
purpose of formulating rates and, (2) that since the transportation of 
express matter is not performed under rates or system of rates, any 
investigation and determination made by the Commission would be 
for a given period of time in the past and would have no prospec- 
tive effect or application. Railroad Rates on Express Matter, 1949 
(274 I. C. C. 683, 687). 

The present Postmaster General again made request for this in- 
formation in his Answer to the Railroad’s Petition for Higher Mail 
Rates in Railway Mail Pay, 1954 (292 I. C. C. 101, 103). This re- 
quest was renewed in Railway Mail Pay, 1956 (I. C. C. Docket No. 
9200), presently pending before the Commission. 

I believe it was stated here in some testimony that the post office 
had withdrawn its request but so far as I know, it is still pending 
before the Interstate Commerce Commission. 

As a lawyer I have considerable admiration and respect for the 
Interstate Commerce Commission. I mean that sincerely and I have 
appeared before the Commission and have formed a good deal of 
respect for it. However, it would appear when one considers the 
intent of Congress in enacting section 557, that the Commission has 
— the point of the statute with respect to its obligations there- 
under. 

The Commission’s function under this section does not involve the 
making of transportation rates. The Commission’s function is purely 
investigatory. The Postmaster General is vested with the determi- 
nation of whether discrimination against mail matter requires action 
by him. This determination must be based upon information ascer- 
tained and furnished him by the Commission. The Commission’s 
investigation and report is a preliminary step which must precede 
the Postmaster General’s exercise of his power and, in the words of 
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Congressman Lewis of Maryland (52 Congressional Record 776-777), 
“The Postmaster General, under this clause, would have a right to 
go to the Interstate Commerce Commission, * * *,” and to receive 
the desired information. 

There have been no changes in circumstances which renders the 
directive of Congress any less binding on the Commission today than 
in 1916. 

Control of the express business by railroad interests through inter- 
locking ownership was found by the Commission in its 1912 investiga- 
tion of the express service. Jn re Express Rates, 1912 (24 1. C. C. 
380). On page 435 thereof, the Commission said : 

The system of interlocking directors and the mutuality of stockholding inter- 
ests is shown, and it may fairly be said that the study shows conclusively that 
every express company herein named is closely related to, if not adsolutely 
dominated by, railroad interests. 

I believe the number of express companies involved were 13 and 
they were the largest and leading express companies of the United 
States. I would like to call your attention to the fact that this state- 
ment was made 4 years before section 557 was enacted. 

And, on page 437: 

The railroads apparently dominating as they do all of the express companies 
through stock ownership or through interlocking directors, have the express 
companies absolutely helpless whenever the latter desire to renew an expired 
contract or to Inake a new one. 

With respect to the method of express transportation payments to 
the vdileunii; the Commission said, on page 45): 

Contracts between the express companies and the railroad companies cover- 
ing express privileges provide various bases of payment to the railroads for their 
part of the transportation service, namely, on a fixed daily, monthly or per 
hundredweight or at a fixed multiple of the freight rate, and on a percentage 
basis. The prevailing basis, however, is the percentage basis, whereby specified 
percentages varying from 15 percent to 70 percent of the gross receipts of the 
express companies are paid to the railway companies. 


Congressman Beakes, in discussing the payment to the railroads by 
eo : 


the express companies, said (53 Congressional Record 2464) : 

Most of the railroads divide with the express companies on a 50-50 basis. That 
is, the railroads transport the express for half the gross receipts of the express 
company. 

The only difference today is that the railroads receive all of the net 
income of the Railway Express Agency. Although there were a 
number of express companies in 1916, whereas there is only the Rail- 
way Express Agency today, since the 1912 Express rate case (241. C. C. 
380), to all practical purposes there was only one express company. 
That statement is found in Lwpress Contract, 1920 (59 I. C. C. 518). 
The present outright ownership of the Railway Express Agency by 
certain railroads does not represent any significant change over the 
situation as it existed in 1916 when section 557 was enacted. 

In 1916, just as today, the revenues received by railroads for trans- 
porting express matter was fixed by contract between the railroads 
and the express company. Express revenues received by the rail- 
roads in 1916 were called express privilege payments just as they are 
today. Express revenues are treated by the railroads in the same 
manner as are mail revenues. Both are reported to the Interstate 
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Commerce Commission as gross railroad transportation revenues, and 
neither represent net operating income. There was no difference in 
1916, and there is no difference today, between express privilege pay- 
ments and gross mail compensation within the meaning of section 557, 
This point was forcibly brought out in the brief of the Solicitor of 
the Post Office Department in support of the Postmaster General’s 
aegE eee in 1949. af 
he duty imposed upon the Interstate Commerce Commission by 
section 557 remains the same today as it was in 1916. Previous to 
the enactment of this section, Congress had ascertained that, House 
Document 1155 (63d Cong., 2d sess., p. 86) : 


No reliable information exists as to the railroad earnings from express treffic 
on the basis of any unit common to the mail and express service. 

The same lack of information is present today. 

The desirability of a common unit charge for mail and express serv- 
ice was found by the Interstate Commerce Commission as early as 
1918, when it stated, /ncreases in Express Rates (1918, 51 1. C. C. 
263) : 

The railroads have been and are compensated by the United States Govern- 
ment for transporting the mails on the basis of the weight carried or of the 
space occupied in the cars or trains. A similar basis of charges by the railroad 
company to the express company would, we think, be preferable to the basis 
now or heretofore employed. 

The goal of Congress was to compare railroad earnings from ex- 
press and mail “on the basis of a unit common to both mail and express 
service.” This was entrusted to the Interstate Commerce Commission 
in section 557. This section has not been amended or repealed and 
is still the law. The Commission is the only governmental agency 
with the ability and personnel to ascertain this information. Despite 
the fact that the railroads do not charge the Railway Express Agency 
a fixed rate for the transportation of express matter, revenues attrib- 
utable to the different units of ean service of mail and express 
matter can be determined by the Commission’s apportionment tech- 
nique which it exercises regularly. And, as stated by the Solicitor 
for the Post Office Department in his brief in support of the Post- 
master General’s renewed request for information, pages 21-22, Rail- 
road Rates on Express, 1949 (2741. C. C. 68) : 

The result will be a determination of (1) the service furnished to express 
which is also furnished to mail; (2) the revenues received by the carriers for 
such service. These two determinations, placed together, will constitute a 
ratio of revenue to service, i. e., a rate for service. It will be a rate capable of 
application to non-first-class mail, being in terms of a unit of service common 
to both. 

The Interstate Commerce Commission said, in effect, that the action 
of Congress in enacting section 557 was one without meaning or effect, 
an absurd action. This, of course, is an untenable position, and is con- 
trary to the Commission’s own philosophy with respect to congres- 
sional action as expressed in [ailroad Commission of Nevada v. 
Southern Pacific Railway Company (1911, 211. C. C. 329 at 334), when 
it said: 

We are not inclined to any views which renders the act of Congress unconsti- 


tutional, much less do we look with kindness upon a construction which makes 
the act of Congress absurd. 
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It is contrary also to the well-established rule of law enunciated by 
Mr. Justice Holmes in Johnson v. United States, 1908 (163 Fed. 30, 
at 32): 

The Legislature has the power to decide what the policy of the law shall be, 
and if it has intimated its will, however indirectly, that will should be recognized 
and obeyed. The major premise of the conclusion expressed in a statute, the 
change of policy that induces the enactment, may not be set out in terms, but 
it is not an adequate discharge of duty for the courts to say: We see what you 
are driving at, but you have not said it, and therefore we shall go on as before. 

The ultimate result that Congress intended section 557 to accom- 
plish was, of course, the elimination of all subsidy in connection with 
the transportation of non-first-class mail matter by the railroads. 
Regardless of what may be said to the contrary, it is clear that the 
payment of compensation by the Post Office Department for the trans- 

ortation of wach mail which is higher than that paid by the Railway 
Daviens Agency for comparable service cannot be characterized in 
any other terms than the word “subsidy.” 

That the Post Office Department is paying more compensation to 
the railroads than the Railway Express Agency for comparable serv- 
ice is a matter of common knowledge. It is not denied by the Post 
Office Department but, on the contrary, it is emphasized by that De- 
partment and has been for years. 

The enforcement of section 557 is particularly important when 
viewed in the light of the $237,968,210 paid to the railroads during 
the fiscal year 1956 for the transportation of mail matter other than 
of the first class. Of this $237,968,210, fourth-class matter, which is 
so identical in character and service to express matter, contributed 
$173,846,839. Cost ascertainment report, Post Office Department, for 
fiscal year 1956. 

How much of this $237,968,210 can be considered to be an over- 
payment under section 557 cannot be pinpointed, in the absence of the 
study requested by the Post Office Department of the Interstate Com- 
merce Commission. The report of the Citizens’ Advisory Council to 
the Committee on Post Office and Civil Service, United States Senate, 
February 26, 1957, page 36, places this subsidy payment at an “esti- 
mated $100 million a year.” The report further states, page 36, 
“Experts say that the post office pays about 60 percent more than the 
railroads charge comparable customers.” ‘The subsidy estimate of 
$100 million of the Citizens’ Advisory Council was concurred in by 
Deputy Postmaster General Stans in his testimony before this com- 
mittee on March 21, 1957. 

In the absence of an investigation by the Interstate Commerce Com- 
mission, we must use, of course, all of the available statistics to ascer- 
tain the probable amount of these overpayments. 

I would like to say, Mr. Chairman, the statistics available to a pri- 
vate citizen and private attorney is not as voluminous or as good as 
those that are available to the railroads themselves or to the express 
companies or to the Post Office Department. I have tried to get as 
many as I could, although they are not as voluminous as I would like 
them to be or not as complete as they should probably be. I am 
putting those out that I have for your consideration for what they 
may be worth to this committee. 

From these available statistics, it is reasonable to assume that a 
respectable portion of the payments made to the railroads by the Post 
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Office Department for the transportation of non-first-class mail can be 
legitimately characterized as overpayments under section 557, and that 
the $100 million figure used by the Citizens’ Advisory Council, and 
concurred in by the Deputy Postmaster General, is reasonably close 
to the true amount. 

In November 1952, the Bureau of Accounts and Cost Finding of the 
Interstate Commerce Commission released cost studies made by it. 
These cost studies showed that, in 1951, the Railway Express Agency 
paid the railroads slightly in excess of one-half of the direct costs 
incurred by the railroads in handling express traffic, while the railroad 
revenues from the Post Office Department were almost compensatory. 
Table 2, page 3, of the report shows that the revenues derived by the 
railroads from express in 1951 amounted to $84 million, while the 
direct costs attributed to express amounted to $203 million, a deficit 
of $119 million. This same table shows that the revenues received by 
the railroads for the same year from the Post Office Department 
amounted to $335 million while the direct costs attributed to such 
matter was $298 million, a profit of $37 million. However, this 
November 1952 report was revised in May 1953 by the Commission’s 
Bureau of Accounts and Cost Finding. Table 2, page 3, of that report 
as revised shows that the railroad’s revenues from express in 1951 
amounted to $83 million while the direct costs attributed to express 
amounted to $153 million, a deficit of $70 million. This report further 
shows that the revenues derived from the car riage of the mails in 1951 
amounted to $336 million while the direct costs attributed thereto 
amounted to $352 million, a deficit of $16 million. From these figures 
it would appear that in the fiscal year 1951, the railroads collected 95 
percent of their costs from the Post Office Department but collected 
only 54 percent of their direct costs from the Railway Express 
Agency. 

In Express Rate, Ex Parte No. 185, exhibits were introduced in evi- 
dence by J. L. Heywood, assistant comptroller of the Pennsylvania 
Railroad Co., and chairman of the express rail cost committee, which 
committee consisted of a group of railroad cost experts from various 
railroads. This committee secured basic data from 98 class I express- 
carrying railroads with passenger service operations, and based its 
findings on this data. 

Tn volume I, exhibit 4, page 4, Mr. Heywood submitted the follow- 
ing statement : 

It will be noted that for the United States the class I carriers have suffered a 
loss of $95,694,489 on the express traffic handled during the year 1952. From the 
figures shown on page 1, it can be determined that the express revenues accruing 
to the railroads failed by $47,608,189 to cover the railroads costs, excluding Fed- 
eral income taxes and return on investment. On this basis the express revenues 
accruing to the carriers would have to be increased by 35.4 percent to cover 
operating expenses, rent, and taxes alone and 71.2 percent to cover full costs, 
since the revenues shown cover the transportation of express traffic in both 


freight and passenger trains and the costs are only for those for services rendered 
in passenger trains, the losses referred to above are understated. 


Mr. Heywood’s exhibit 6, page 1, shows a total cost of $230,041,489 
of express to the railroads : and total receipts of $134,347,000, or a net 
loss of $95,694,489. 

It will be noted that the Railw: ay Express Agency in 1952 was pay- 
ing the railroads but 58 percent of the costs not fully stated. If the 

costs had been fully stated, as Mr. Heywood testified, the percentage 
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of payment would be quite a bit less. In 1953 the railroads undertook 
to secure a higher rate of mail pay and settled for a 10-percent in- 
crease. It is apparent that the Post Office Department was paying 
a substantial amount more than the Railway Express Agency for com- 
parable service. 

This is verified by more recent computations which show that the 
Post Office Department, during the fiscal years 1951-54, paid the rail- 
roads an average of 80 cents per equated car-mile for the transporta- 
tion of non-first-class mail, whereas the Railway Express Agency paid 
approximately 40 cents per equated car-mile. According to the cost 
ascertainment report, Post Office Department, for the fiscal year 1955, 
page 97, table 70, account 321, the Post Office Department paid the 
railroads $242,083,899 in that fiscal year for the transportation of 
non-first-class mail. Without making adjustments for differences in 
service, and using the average for 1951-54 on equated car-mile pay- 
ments, it is apparent that the Department overpaid the railroads $121,- 
041,950 in fiscal 1955 under section 557. It would appear that after 
the necessary adjustments are made, the estimates a ieaicat by the 
Citizens’ Advisory Council are reasonably correct. 

Further substantiation of the fact that the Post Office Department 
is making substantial overpayment to the railroads under section 557 
is found in the testimony of Mr. Heywood in /nereased E'xpress 
Charges in Eastern Territory (ICC docket No. 32035, 1956), and in 
Railway Mail Pay (1CC docket No. 9200, 1956). In these two 
proceedings Mr. Heywood testified with respect to statistics covering 
16 eastern railroads in the first case and 14 eastern railroads in the 
second case. An analysis of his testimony, using an average, shows— 


[Per car-foot mile in mills] 


Railroad | Expense 

} revenue 
que —_ ———— — ——— = | ee pani liniiateaiiaapnciiccininaildtla 
Express. ; 0. 425 0. 864 
EPS Ee eee ae se ae ee ae a ee ddua ct . 910 1. 406 


On the basis of these figures, it appears that the railroads recover 
65 percent of their expense on the transportation of mail matter, but 
only 49 percent on express. 

However, these figures do not represent the whole story. They are 
patently weighed in favor of express matter. For example, the rail- 
roads allocate income-tax expense to the transportation of mail mat- 
ter at the rate of $1.24 per 1,000 car-foot miles whereas express mat- 
ter is charged at the rate of only 76 cents per 1,000 car-foot miles (J. 
L. Heywood exhibit 6, Computed Federal Income Tax, line 7, ICC 
docket 32035). 

Further investigation will undoubtedly reveal the same discrimi- 
nating practice with respect to other items. 

In conclusion may I say that I do not pretend to know the exact 
amount of the overpayment under section 557. I do believe, however, 
that the amount is substantial and that a complete investigation by 
the Interstate Commerce Commission would reveal it to be in the vi- 
cinity of the $100 million figure stated by the Citizen’s Advisory Coun- 
cil in its report. 
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Mr. Chairman, I have tried to give the committee all of the infor- 
mation I have been able to find, both with respect to the present day 
validity of section 557 and with respect to existing statistics, and this 
information may shed some light on the entire situation. 

It is my belief the committee may well wish to go into this matter 
more thoroughly and ask the Interstate Commerce Commission to con- 
duct an investigation of express payments to rail road companies as 
compared to mail payments for comparable services. 

The CHarrMan. ae. Frank, I note you have quite a bit of expe- 
rience in the practice of law and matters of this kind. You were, I 
believe, from September 1946 to March 1, 1951, associate solicitor 
for the Post Office Department. I believe that is correct? 

Mr. Frank. That is true, Mr. Chairman. 

The Cuarrman. Then you became Solicitor from March 1, 1951, and 
you held that job until March 15, 1953? 

Mr. Frank. That is correct. 

The Cuatrman. Now, in that position, while holding that position, 
of course, you did come into contact with matters pertaining to the 
Post Office along this line, is that not true? 

Mr. Frank. Mr. Chairman, may I say that I think before you came 
in, I made the statement that I am not pretending to be a transpor- 
tation or cost expert, but I did come in contact with matters of this 
kind, to answer your question specifically. 

The Cuarrman. Now then, I notice here on page 14, Mr. Heywood’s 
statement, and it states this: 

From the figures shown on page 1, it can be determined that the express 
revenues accruing to the railroads failed by $47,608,189 to cover the railroads’ 
cost excluding Federal income taxes. 

Now, that poses a nice little question there. If they lack that much, 
they deduct that from their income taxes, is that not right, in the 
law ? 

Mr. Franx. I am not sure I understood you. 

The Cuarrman. Well, if they did not make it, they lacked that much 
of making it and the tax people are just not receiving that much 
taxes, whatever the amount ? 

Mr. Franx. That would be true, Mr. Chairman. 

I started to say, however, that the express companies keep books 
in a little different manner than the ordinary business, which will be 
brought out by the next witness. 

ane CuarrMan. That is, the railroads fail that much in paying 
them ¢ 

Mr. Franx. That is right, Mr. Chairman. 

The Cuatrman. Now, you come to what is charged per car-foot 
mile, the mail is a little more than double there. They charge for the 
mail and the express. I notice that is .425 mills and mail is .910 
mills; that is more than double. 

Mr. Frank. That is right, that is a little more than double. 

The Cuarmman. Of course, that is the railroad revenue. Now the 
expense per car-foot mile, I notice there again on the express and 
expense, mail is a little bit greater. 

Mr. Frank. Yes. 

The Cuareman. But it is not anything like twice as much. 
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Mr. Franx. That is right, and that is one thing we say, that we 
feel that the expense attributed to mail is probably loaded in favor 
of the express. 

The Cuatrman. So, it is your concern at present that it is some- 
where in the neighborhood of $100 million in subsidy ? 

Mr. Franx. Well, Mr. Chairman, as I stated here, I cannot tell and 
nobody can tell just exactly what that amount is in the absence of a 
complete investigation. 

The Cuatrrman. That is true; and even with a complete investiga- 
tion if you would send out two committees to make it there would be 
some difference of opinion there. 

Mr. Frank. That is correct, Mr. Chairman. 

The CuarrMan. That is true, too. 

Mr. Franx. Surely. 

The CuarrMan. But there is certainly some large amount. 

Mr. Frank. I would say a substantial amount. 

The Cuairman. Of course, now we are not saying that the rail- 
roads probably should pay that but it certainly ought not to be taken 
into consideration in the setting of the rates and what we are trying 
to get at in this Citizen’s report is trying to find facts to see just how 
much should not be charged up to the Post Office. I cannot under- 


stand why the Post Office Department objects to us trying to set aside 
maybe 10 percent of the cost of running the Post Office that really 
serves the general public other than just delivering the mail. Wh 

should we? Why should that be charged up to the Post Office? Why 
should all the civil service examinations and the posting and the hold- 
ing of them be probably charged up to the Post Office and various 


things of that kind? Or you can just go on and number them one 
after another that really are not necessarily a function of the Post 
Office Department but you are serving all of the general public. 

Mr. Frank. Right. 

The Cuarrman. That is what we tried to find out here in this inves- 
tigation in order to know just how to set the rates. I think we ought 
to know that before we venture into the field of rates. What is your 
opinion about that case? 

Mr. Frank. Well, my opinion is that no committee, and I under- 
stand this is a committee that is going to look into the question of 
whether a policy should be set-—no committee can determine whether 
there should be a policy and if it is determined that there should be a 
policy what the policy should be without all of the facts before it, and 
I think some of the facts you want are those stated in the testimony I 
have just produced here. I think that if we have a law on the books 
that law should be enforced. If the law is unwise then I think at 
attempt should be made to have the law repealed, but I do not believe 
in repealing laws by inactivity or unenforcing of the law. Once we 
are doing that we are saying that Congress can make all the laws it 
wants but if we do not agree with it we will not enforce it. I do not 
think we can have law and order in this country regardless of what the 
law is if that is the thought we are going to have. 

I may say that my clients are very much opposed to Public Law 199 
as are many other people; but at the same time they are not advocating 
to the Post Office Department that it not enforce 199. We say this, 
that you have to enforce it as it is on the statute books, that we are doing 
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everything we can to take it off of the statute books and I think that is 
what should be done in the case of 557 if people do not agree with it. 

The Cuarrman. Off the record. 

(Discussion off the record.) 

Senator Scorr. Are there any questions? Senator Martin? 

Senator Martin. May I ask, Mr. Frank, whether this law that you 
are referring to has been on the books for quite some time ? 

Mr. Frank. Since 1916. It is part of the original Mail Pay Act. 

Senator Marrrn. And it was on the books, then, all the time that 
you served as Solicitor and Assistant Solicitor ? 

Mr. Frank. Yes; it was. 

Senator Martin. Did you handle the matter differently during your 
time in the Post Office Department than it is being handled today ! 

Mr. Frank. It was during my time there that we made the very 
serious endeavor to enforce section 557. 

Senator Martin. Did you change the actual operation under 557 ¢ 

Mr. Frank. No. What the Postmaster General has to do is to peti- 
tion the ICC for certain information and on the basis of that informa- 
tion then the Postmaster General has the discretion to see whether he 
should impose rates on the railroads. 

Senator Martin. You failed to get the information ? 

Mr. Frank. Yes; we failed todo it. We filed a petition and a very 
comprehensive brief in 1949 and at that time the Interstate Commerce 
Commisison came out with a formal opinion denying it and setting 
forth its reasons. 

Senator Martin. And did you make that effort all through the 
time you served as solicitor ? 

Mr. Frank. You see the original Mail Pay Case while I was there 
was started in 1947; we made it in an ancillary proceeding in connec- 
tion with that particular case. Then the next proceeding was in 1951, 
I believe, and we made it at that time. Then the next proceeding was 
in 1953, after I left, and the present Postmaster General renewed that 
request and I think it was renewed in 1956. That is presently pending 
before the Commission. 

Senator Martin. That leads me to this question, Do you think we 
should make a guess as to what the outcome is without waiting for that 
information ¢ 

Mr. Frank. No, I do not think this committee should guess on 
anything. I think you have the power, I think you have the ability, 
may I say, to require the various governmental agencies produce the 
facts for you to consider. 

Senator Martin. Then let me ask you this question, Do you think 
we should postpone all action on this rate adjustment until we get 
that complete information ? 

— Frank. I do not know how to answer that, Senator. After 
a 

Senator Martin (interposing). We have got to make a decision. 

Mr. Frank. Far be it from me to tell the committee what to do 
here, but I say this, if you are going to establish a postal policy you 
cannot establish that until you have all of the facts surrounding the 
Post Office Department. 

Senator Marty. And this is one of the points. You think it is 
very important for us to secure this report from the Interstate Com- 
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merce Commission before we proceed to take any final action in the 
matter ? 

Mr. Frank. I would say that. That is my personal opinion. 

Senator Martry. Can you estimate how long it would take us to do 
that? 

Mr. Franx. The Interstate Commerce Commission should not take 
too long to prepare such a report—I cannot speak for the Commis- 
sion, of course. 

Senator Martin. I am speaking about what we can do, not what 
they could do. What do you think we should do? We must determine 
the policy that we will follow. 

Mr. Franx. Senator, I would not presume to speak for anybody as 
to how long it would take him to do something. I find when | promise 
to get things out at a certain time I have a hard time sometimes liv- 
ing up toa promise of my own and I cannot speak for anybody else. 

Senator Martin. We all have that problem. 

Now, on another matter, I would like to know your position, Mr. 
Frank, with reference to railroads in this matter of adjustment of 
rates. 

Mr. Frank. I would like to say, Senator, that I did not appear here 
today as being in opposition to the railroads. After all, they are in 
business and I think that they are entitled to fair compensation for 
their services the same as other business. 

Senator Martrn. Thank you. That is all. 

The Cuarman. It is your opinion that there is certainly a large 
deficit in that particular item ? 

Mr. Frank. Well, it is my opinion that under 557 that there is a 
substantial overpayment being made to the railroads by the Post Office 
Department as compared to what express is paid under that particu- 
lar statute, yes. 

The Cuamrman. And you do not think that that should be charged 
up, then, against the Post Office if they are paying it more or less as a 
subsidy ¢ 

Mr. Frank. I would say that may be set aside as a public-service 
payment. 

The CHatrman. Asa public service? 

Mr. Frank. To the railroads, and at the same time it is pretty hard 
to expect the users of parcel post to make that public-service pay- 
ment. 

Senator Martin. Is that a pretty good catchall approach for all 
these things we have difliculty with ¢ 

Mr. Frank. Well, as Senator Johnston said, Senator Martin, there 
are many public services being rendered by the Post Office Department. 
It would seem to be unfair to me at least to charge the general public 
who buys a 3-cent stamp or uses the parcel post or uses the second- 
or third-class mail to pay for the costs of these public services. It 
would appear to me that they should be set aside and paid by the 
general taxpayer rather than by the users of the mail. That is my 
personal opinion. Whether I am right or wrong, I do not know. I 
have always felt that way. 

The Cuarrman. Well, is it not true that the Post Office Department 
officials of both parties have decided second class mail could never 
fully pay its wept 
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Mr. Frank. I think that is true. 

The Cuatrman. I think that is undisputed with all of them. 

Mr. Franx. I think one good example is your free-in-county news- 
papers, it is purely a public service, they do not pay any postage. 

The Cuarrman. Well, soldiers’ mail, you can go on down the line. 

Mr. Frank. Preferred rates for blind mail. That is a matter of 

licy which I think Congress should establish and after it is estab- 

ished we will all be satisfied or should be satisfied with it, but I do 
not think it should be established without Congress knowing all of 
the facts. 

The Cuarrman. I do not think anybody has raised the question 
that there probably should not be some adjustment of the rates at 
that. That is a question for this committee to decide after having 
all of the facts. 

Mr. Frank. That is right. I am not here, Senator, to oppose or 
to speak against or to speak for the imposition of higher postage rates, 
I have nothing on that point at all. 

The Cuarmman. You are only here, as I understand it, to try to 
give us information concerning one particular transaction that has 
taken place that you believe should be looked into? 

Mr. Frank. That is right. 

Senator Martin. I appreciate the information you have given us, 
especially in the light of your own experience. I appreciate having 
the information you have brought here in this statement and also 
your suggestions. 

The only question I raise is not as to information you brought us 
or suggestions you have made except to ask your opinion as to how 
long you think we should wait to get this complete picture. 

Mr. Franx. Well, Senator, what you are going to do, of course, 
is something this committee is going to have to determine on the basis 
of many other things besides my opinion. 

Senator Martin. I go along with you. I heard the testimony here 
on the matter of what is a public service, what should be charged to 
the taxpayer is a question that has to be determined by the commit- 
tee, and I do not believe anybody here has taken the extreme posi- 
tion that it has to go all one way or all the other. Our problem is to 
find out just where. 

Mr. Frank. That is right, and that is why I say there are many 
other things that you have to take into consideration besides what 
a witness on this side of the table tells you that you should do. 

Senator Martin. I think our testimony here is very much in accord 
with that viewpoint. I did not see any wide divergence of opinion 
between the Post Office Department and other witnesses on the matter 
of public policy or public service. It is a question of where we draw 
the line, and, of course, we need all the information we can get, and 
that raised the question of how long should we wait to get that. 

Mr. Frank. That is right. 

Senator Morron. Mr. Chairman. 

Senator Scorr. Senator Morton. 

Senator Morron. First, it has been a long time since we last met, Mr. 
Frank, and I am glad to see you again. I think the last time we met 
under these conditions I was in the House and it was during the 80th 
Congress when you were Solicitor. 

Mr. Frank. Yes, sir. 
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Senator Morron. Mr. Frank, this section 557 is in the 1916 act? 

Mr. Frank. Yes. 

Senator Morton. And at that time the express company was— 
well, there was more than one express company, was there not 

Mr. Franx. There were a number of them but I read the statement 
of the Interstate Commerce Commission, I believe it said that after the 
1912 express-rate case for all practical purposes there was only one 
express company. 

Senator Morton. It was not then owned by the railroads in the sense 
that it is now, however, was it ? 

Mr. Frank. No; but through the system of stock ownership and 
interlocking directors the railroads had just as much control of them 
as they do today and that was found by the Interstate Commerce 
Commission. I think the statement will appear in there, the citation 
of authority. 

Senator Morron. Today it really is a somewhat academic question 
as to what the railroads eciie for their express service to themselves 
as carriers, what they allocate for carrying the express. I am not 
talking about their charge to the public. It is more or less academic, 
they could charge themselves a thousand dollars a cubic foot or a dol- 
lar a cubic foot; the money stays right within the railroads them- 
selves? 

Mr. Franx. It was academic in 1916, too, because most of the express 
companies were paying a percentage of their gross receipts rather than 
all of their net receipts; so your system did not vary much. 

Senator Morton. If the cost-allocation system that is used by the 
railroads shows that whatever it is, 40 percent, they get 40 percent of 
their cost back for carrying express, they could easily change that to 
get 100 percent back, could they not? 

Mr. Frank. Well, I do not know if they could do that without falsi- 
fying their records. They have to have a record of what they get back 
and if they only get a million dollars back their records could not 
very well show they got 3 million. After all, they will have to pay an 
income tax on that. 

Senator Morton. But I mean they could, since the railroads and 
the express companies are one and the same they pay their income 
tax on the overall operation of the two—I mean if you are losing 
money out here on passenger travel, take the C & O Railroad which is 
a big coal-carrying railroad, the fact that they lose money on the 

assenger travel does not prevent them from paying an income tax 
vecause they more than make up the loss on their freight traffic. 

Mr. Franx. I do not know how they keep their records, as I have 
stated I am not a cost expert, I do not pretend to be; I am not a 
transportation expert, I do not know how they keep their records, 
upon what basis they make their various payments. You can see how 
unfair it is if they are carrying express at a loss and expect to make 
that up on their passenger and freight traffic as ICC said they had 
done. It means that as a passenger you are paying a higher fare in 
order to subsidize the express company. It is a question then of 
whether the express company is one of the businesses that has out- 
lived its usefulness. I believe the president, as the next witness will 
show, the president of one of the large railroad companies has ex- 
pressed that thought. 
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Senator Morton. What I am trying to establish is that whether it 
was right in 1916 or not, I am not prepared to argue, but it seems to 
me that section 557 is itself somewhat of an inaccurate—in other 
words, we have tied parcel-post rates to something, it is not being en- 
forced as you point out, we are tying it to something which is not a 
realistic cost-measurement figure. 

Mr. Frank. I have tried to point out, Senator, whether I have 
done it or not, I do not know, but I have tried to point out condi- 
tions today are no different than they were in 1916 and if it is a fal- 
lacious system today it probably was in 1916, and the answer is to re- 
peal the law, that is the only thing I have. It is something that if 
Congress feels that the law is no good and that it cannot be enforced 
then Congress should repeal the law and I do not think an agency, 
an arm of Congress, should say that Congress did not mean what it 
said and we are not going to enforce it. 

Senator Morron. I agree with you in that and I think we should 
give careful study to that. If we have tied this cost system for com- 
pensation to the railroads for carrying the parcel post to an un- 
realistic yardstick I think we should carefully examine that. 

Mr. Frank. That is right. 

Senator Morton. I agree that if there is a public service involved 
here we should find out just what it is and should not be paid by the 
users of a class of mail. The thing that I think we must do is to 
find just what public service is involved. We say that the public 
service is the difference between what the railroads get for carrying 
express—whether that is an uneconomic operation or not—it is an 
uneconomic operation then that is not a realistic yardstick, we ought 
to find what the realistic yardstick is, the difference in what the rail- 
roads are paid, if they are paid in excess of a realistic yardstick then 
that is a legitimate public service, I do not think we are finding them 
in this approach. We cannot arbitrarily imply, as does the citizen’s 
committee, that the difference between what they receive for express 
and what they receive for parcel post legally, yes, according to sec- 
tion 557, it might be the case, but if we are going into this problem 
let us go into it realistically and find what is the actual public benefit 
involved in this, if any, and treat it as such and not attempt to set a 
system of postal rates to cover it. 

Mr. Frank. It was brought out by Mr. Brand, of the railroads, 
that Interstate Commerce Commission is an arm of Congress, and 
that being true, then, of course, it should be comparatively easy for 
Congress to have ICC make all of the investigations that are neces- 
sary to get you the true facts. I do not think we can regard ICC in 
the nature of a court or of a third branch that is not connected with 
Congress. 

Senator Morton. I think we can find it, I agree with you, through 
ICC. My opinion is that we are going to have to get away from the 
yardstick of express rates because I think the express thing is just so 
much part and parcel of the whole railroad system that you will never 

t a realistic rate down using that as a measure. 

That isall. Thank you, Mr. Chairman. 

Senator Scorr. Any further questions? 

Mr. Pascuat. Yes, Mr. Chairman. 

As stated, Senator Carlson could not be here but I think that he 
would like to have a question or two for the record. 
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Personally I would want to state, too, that he would say, Mr. Frank, 
that you have made a very complete and fine statement. However, 
this question might arise. Your statement has dealt primarily, I 
think, the gist of it with Public Law 199. 

Mr. Franx. No; with the section 557. 

Mr. Pascwat. Yes. It has been stated, now whether you would like 
to answer this question or the next witness, it has been stated that 
Public Law 199, that section, has partly eliminated competition with 
private carriers and that a source of great deficit was checked. 

Do you agree with that statement ? 

Mr. Franx. I agree but I would sooner have the next witness go 
into that. His statement, I think, covers that very thoroughly and I 
would not want to encroach upon his testimony. 

Mr. Pascuat. The reason poe asking that, the Senator would like 
to ask either you or Mr. Henderson what your thought was. 

Mr. Frank. I think his statement covers that very adequately and 
thoroughly. 

Mr. Pascuau. Probably you would want the next witness to answer 
this question. Do you believe that that particular law did take the 
Government out of the freight business ? 

Mr. Franx. I do not think the Government was ever in the freight 
business myself. That is my personal reaction. 

Mr. Pascua. I am merely asking that for the record because we 
will want to make a study of that before we make a conclusion on this. 

One other statement we have discussed, Mr. Frank, and then I am 
through. 

It has also been stated in our discussion that it might increase the 
amount of business of parcel post. Well, if this were the case, would 
the increased parcel-post receipts be offset by the cost of operation that 
the Post Office Department necessarily would have to have to take care 
of the increased parcel-post receipts ¢ 

Mr. Frank. Well, I have been out of the Post Office Department 
since 1953, there have been a number of changes made there, and I 
actually could not answer that with any degree of authenticity at all. 
I do not think I would even pretend to answer that. That would have 
to come from the Post Office Department people. 

Mr. Pascua. Thank you very much. 

Senator Scorr. Do you have a question, Mr. Kerlin ? 

Mr. Kerttn. I have two. 

The matter of policy has been mentioned. During your tenure in 
the Post Office Department what was the thinking as to the need for 
a postal policy ? 

Mr. Frank. Well, as I remember it, and I do not want to speak for 
Postmaster General Donaldson, but speaking for myself, as I remem- 
ber it the feeling always was that should Congress set a policy that 
the Post Office Department would be very happy. That was particu- 
larly true with respect as to whether the Post Office Department 
should be self-supporting or whether it should be like many other 
Government agencies and be paid from the general tax funds. 

I think, however, the general impression as I remember it is that 
the Post Office Department, when I was there, would be very happy 
to have Congress set a policy. 
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Mr. Kerurn. It has been stated by some that the attempt to es- 
tablish a policy is merely stalling. Would you view it as that or 
would you view it as an essential and necessary step ¢ 

Mr. Frank. Well, it has been my experience that whatever a con- 
gressional committee does there is some criticism. If you go ahead 
now without further investigation some people will say that you 
jumped the gun; if you wait until you decide what the true facts are 
some people may say that you are stalling, but it would appear to 
me that any reasonable man would understand that no committee of 
Congress can adopt a policy or suggest legislation unless it knows 
all of the facts surrounding the problem and as to whether you would 
be criticized, I am sure that you gentlemen have been criticized on 
so many things that you understand the purpose of criticism and the 
effect of it. 

Mr. Kerwin. On section 557, it is on the statute books. Now, in 
your opinion, (1) isit a practical provision; (2) is it possible of execu- 
tion; and (3) in your opinion does the ICC have the facilities, the 
ability to carry it out as it is on the books? 

Mr, Frank. Well, all ICC has to do is to make an investigation 
and to give the Postmaster General the information with respect to 
what the railroad companies are charging the express companies on a 
unit basis and then it is up to the Postmaster General to determine 
information from the express company and from the railroads and 
mail at the same rates that express companies are paying. 

As to whether ICC has the facilities I would say I see no reason 
why the Commission would not have, it can request under its powers 
information from the express company and from the railroads and 
get that information that it needs. 

It would be my thought that it has the facilities to do it. Of course, 
again I cannot speak for any agency but from what I know of the 
Commission I would say that it has. 

Mr. Kerry. As I understand the situation, earlier administrations 
have asked ICC for such a finding, the present administration has, 
and the finding has not been forthcoming. 

Now, in that situation what could the committtee, if it should so 
desire, do, in your opinion, to bring about action on the part of ICC? 

Mr. Frank. Well, ICC being an arm of Congress or a branch of 
Congress, it would appear to me that all the committee would have to 
do is address a letter to the Chairman of the Commission asking for 
such an investigation and I see no reason why the Commission would 
not honor a request of Congress. 

Mr. Kerurn. That action on the part of the committee would have 
been welcomed while you were in the Department and I presume 
reer be by the Department now, inasmuch as they too have asked 

or it! 

Mr. Franx. I would not want to speak for the present adminis- 
tration, I cannot do that. It was while I was there. 

Mr. Keri. I think you stated that the present administration has 
asked also? 

Mr. Franx. Yes, it has, There is a petition pending now as far 
as I know, in all fairness I must say that one of the witnesses pre- 
viously stated that the Post Office Department had indicated that it 


had withdrawn its request but I do not know anything about that. 
Mr. Kertin. Thank you. That is all. : , 
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Senator Scorr. Off the record. 

(Discussion off the record.) 

Senator Scorr. On the record. 

Mr. Frank. Before I leave, Mr. Chairman, I certainly want to: 
thank this committee for its courteous reception, I appreciate your 
devoting your time. If I may be excused ¢ 

Senator Scorr. Yes, sir. 

Mr. Ray L. Hulick, president of the National Rural Letter Carriers’ 
Association is our next witness. 


STATEMENT OF RAY L. HULICK, PRESIDENT, NATIONAL RURAL 
LETTER CARRIERS’ ASSOCIATION 


Mr. Hunicx. Mr. Chairman, my name is Ray L. Hulick. I am 
president of the National Rural Letter Carriers’ Association, Our 
association has a membership of more than 36,000 members, which 
includes almost 28,000 regular rural carriers, or more than 90 percent 
of all the regular classified rural carriers of the Nation. The re- 
mainder of our membership is composed of retired, temporary, and 
substitute rural carriers. 

Mr. Chairman, we appreciate this opportunity to express the views 
of our organization on the matter of congressional adoption of a 
clearly defined postal policy. 

In our estimation there has long been a need for a clear and concise 
congressional postal policy. The postal service, alone, among all 
Government departments, has been beset with constant criticism by 
focusing of attention upon the so-called postal deficit. Actually there 
has been no relationship whatsoever between the moneys received as 
a result of fees charged for postal services or the amount of moneys 
appropriated by congressional action to maintain and operate the 
postal service. However, in spite of the fact tliat there has never been 
any such relationship stated there has been severe criticism of the 
postal establishment because the fees charged for services rendered did 
not meet the full cost of maintaining and operating the service. 

This constant highlighting of the difference between postal revenue 
and postal expenditure has had an adverse effect on morale of em- 
ployees. Because of the great misunderstanding of the true situation, 
there has been a strong undertone of sentiment which has accompanied 
any discussion of the postal deficit. There has been an inference that 
since the Post Office Department was not on a pay-as-you-go basis it 
was therefore inefficient. This has cast unfair reflection on the emt 
ployees of the postal service who have demonstrated an excellent rec- 
ord of efficiency. Loyal, hard working, career employees nevertheless 
bear the brunt of this criticism. 

From ‘a morale standpoint the constant harping on a postal deficit 
has been most damaging and therefore our association would commend 
this committee for its efforts being made to develop a positive postal 
policy which would clearly define the extent to which the postal service 
should be paid for by the users of the mail and the extent which should 
properly be charged as a public service and thus paid for by 
appropriation. 

Tn this connection, however, there is one part of the council’s report 
to which we take exception. On page 26 of the report a “conservative” 
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conclusion is drawn that 50 percent of rural delivery service costs are 
attributable to public welfare. 

In fiscal 1955 the R. F. D. required only 7.2 percent of the total postal 
expenditure for its complete operation. With that 7.2 percent of the 
money the R. F. D. daily, 6 times a week, placed a post office on wheels 
at the rural mailbox of more than 85 million citizens and postal pa- 
trons of rural and urban America. Serving more than 20 percent of 
the Nation’s population on but 7.2 percent of total costs does not, in 
our opinion, substantiate the accuracy of the findings in the report in 
regard to the R. F. D. 

Tt is probable that the difference of opinion on this and all related 
issues only serves to highlight the importance of a postal policy. 

Unless such a policy is promptly enacted, which would set the guide- 
lines for the Congress in consideration of this perplexing problem, 
this association would continue its endorsement for action on enact- 
ment of a rate structure which would assess the users of the mails with 
rates more nearly matching actual postal costs. 

It is hoped that this committee will develop and establish a uniform 
policy which will be enacted by the Congress and that under such 
policy postal rates may be appropriately adjusted and maintained and 
te occ costs will be clearly defined between that which needs to be 

rne by the users of the mail and those to be met in the public interest 
by appropriations. 

Mr. Chairman, we appreciate the opportunity of appearing before 
you and this committee to express the views and opinions of our 
membership. 

Senator Scorr. Thank you. 

Senator Martin? 

Senator Martin. I think that is a very excellent statement. I 
wanted to hear you give it in person. 

Mr. Horicx. Thank you, sir. 

Senator Martry. And I believe that what you have pointed out here 
is the very nub of the problem facing us in this committee. We have 
a very real problem of adjusting rates and also a very real respon- 
sibility for adjusting the pay of the postal employees to meet what 
we know is going on in the increasing costs of living. Your statement 
is a real contribution to the record. 

Mr. Huuicx. Thank you, sir. 

Senator Scorr. Senator Morton? 

Senator Morton. No questions, Mr. Chairman. 

Senator Scorr. Mr. Kerlin? 

Mr. Kerurn. No questions. 

Senator Scorr. I want to commend you for your statement and 
your brief testimony and especially the part Senator Martin mentioned 
about the morale of the Post Office employees and compensation due 
them. I think we ought to give that a lot of consideration, at least 
that is my opinion. 

Mr. Huticx. We do, too, sir. Thank you. 

Senator Scorr. Are there further questions? 

(There were no further questions. 

Senator Scorr. If not, the committee will stand adjourned until 
tomorrow morning at 10:30. Mr. Henderson will be our first witness 
at that time. 

(Whereupon, at 11:55 a. m., the subcommittee was adjourned to 
reconvene at 10:30 a. m., Thursday, May 2, 1957. 
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Unrrep Srates SENATE, 
Commirrer on Post Orrice anp Crvin SERVICE, 
SuBcoMMITTEE ON Postat Poticy, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10:35 a. m., 
in room 135, Senate Office Building, Washington, D. C., Hon. W. Kerr 
Scott, presiding. 

Present: Senators Johnston (chairman of the committee), Scott, 
Carlson, and Martin. 

Also present: H. W. Brawley, executive director, J. Don Kerlin, 
staff member, and Frank A. Paschal, staff member. 

Senator Scorr. The meeting will please come to order. 

In the meeting yesterday, we did not get quite through and Mr. 
Henderson agreed to wait over until this morning, so we can hear 
from him. We have also talked it over with Mr. Henderson again 
and since Frank Daniels, publisher of the Raleigh News & Observer, 


is in town just for today, Mr. Henderson has agreed to be deferred 
again to hear from Mr. Daniels first. 

I rise at this moment and promise you, Mr. Henderson, we will not 
defer you any more unless with your consent. 

Mr. Henverson. Thank you, Senator. 

Senator Scorr. Mr. Daniels, will you come forward. 


STATEMENT OF FRANK A. DANIELS, PUBLISHER, RALEIGH 
NEWS AND OBSERVER 


Mr. Dantes. Thank you, sir. I am sure you will not be deferred 
very long on my account, sir. 

My name is Frank A. Daniels. I am president and general man- 
ager of the Raleigh (North Carolina) News and Observer and Times, 
chairman of the postal committee and member of the board of di- 
rectors of the American Newspaper Publishers Association. The 
ANPA is the national trade association of daily newspapers, having 
more than 800 members with 90 percent of the total United States 
daily newspaper circulation. 

The report of the Citizens Advisory Council to the Senate Post 
Office sod Civil Service Committee of the 85th Congress is an analysis 
of the problem of postal ratemaking which is substantially in agree- 
ment with the position of the ANPA for many years. The ANPA 
agrees with the principles and recommendations in that report. 

Page 30 of the report quotes from the address of President Eisen- 
hower to Congress January 11, 1955, in which the President stated 
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that expenditures for general welfare services and for services per- 
formed by the Post Office for the Government “should be identified 
and met be general appropriation.” The President said, “The cost 
of such services should not be borne by the users of the mails.” 

That is precisely the attitude of the American Newspaper Pub- 
lishers Association. We have stated it this way in my letter to the 
chairman of the House Post Office Committee March 29, 1957: 

Daily newspapers want to pay what it costs to handle their second-class mail 
but not costs that belong elsewhere. 

The report of the Citizens Advisory Council itemizes numerous ele- 
ments of public welfare costs of the Post Office Department which 
add up to $392,400,000. The figures used by the council are based on 
the 1955 Cost Ascertainment Report. In addition, the council enu- 
merates many other items of “hidden costs” of postal operation but 
does not attempt to place a dollar value on these items because accu- 
rate information is not available. Nevertheless, such costs do exist 
as a part of the operation of the Post Office Department. 

All of these costs have been allocated in the Cost Ascertainment 
Report under the Post Office Department’s own formula which is arbi- 
trary and subject to question from the standpoint of fairness to users 
of the mails. 

As an example of the unfairness of the present cost allocations to 
second-class mail and to daily newspapers in particular, I refer to ex- 
cerpts from the Cost Ascertainment Report for the fiscal year 1956 
recently released. Table 50 shows the cost of salaries and transpor- 
tation for rural carriers in the fiscal year 1956 was $204,843,572. Of 
this amount $59,933,070 was allocated to second-class mail. I presume 
this is because when the 1956 Cost Ascertainment measurements were 
made, persons living on R. F. D. routes received a quantity of news- 
papers, magazines and other second-class mail to produce these figures 
under the Department’s formula. The Post Office Department has 
not answered the question as to how much would be saved in the cost 
of R. F. D. service 1f there were no second-class mail. 

Second-class mail includes not only newspapers and magazines 
paying the full second-class rate, but also many other publications 
mailed at special lower rates and exempt from the last three 10 percent 
increases in rates. We question the fairness of the allocations to sec- 
ond-class mail when they are further broken down in table 100—-A of 
the Cost Ascertainment Report which charges daily newspapers with 
a postal “deficit” for fiscal 1956 of $65,996,414. 

This so-called deficit allocated to daily newspapers for fiscal 1956 is 
more than $5 million greater than the total deficit allocated to daily 
newspapers for fiscal 1955. This is a striking figure in view of infor- 
mation supplied by the Post Office Department that the total weight 
of daily newspapers carried in second-class mail decreased 1.3 percent 
in 1956 under 1955. The law of diminishing returns is operating. 
Increases in second-class rates while service has deteriorated have 
driven more and more daily newspapers into other forms of delivery 
to subscribers. Meanwhile the cost ascertainment reports charge an 
ever increasing “deficit” to daily newspapers. We do not see how it 
is possible to set a second-class rate which would not produce a so- 
called “deficit” for daily newspapers under the arbitrary allocations 
of the cost ascertainment system. 
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Page 26 of the Citizens Advisory Council report conservatively 
estimates the annual Post Office loss on R. F. D. at $95 million. It is 
probably more than that but all of it has been allocated to users of the 
mails. There is no evidence that Congress, in establishing R. F. D. 
service, even intended that it should take in as much money as it pays 
out. 

Page 28 of the Citizens Advisory Council report estimates the an- 
nual loss on maintenance of 38,000 post offices at $51,800,000. That 
number of post offices could not possibly operate except at a loss. The 
ANPA has no quarrel with the decision to maintain that number of 
post offices but we firmly believe that allocation of those costs to the 
four classes of mail is not a fair determination of costs for ratemaking 
purposes. 

The ANPA is greatly interested in establishment of a postal rate 
policy which will result in a fair method of determining rates on daily 
newspapers as an element of second-class mail. 


In discussing its recommendations the Council states on page 63 
of its report: 


The Advisory Council strongly urges that the Congress adopt a new law which 
will clearly set forth policies to be followed by the Post Office Department in 
the application of costs to its operations. Such a law enacted under present 
conditions is necessary at the present time and once enacted should be carefully 
adhered to in the future determination of costs for the purpose of determining 


postal rates. 

The ANPA hopes such a law can be enacted and believes it would 
substantially reduce the recurring controversy over postal rates. If 
this law provides a reasonable method of separating the public wel- 
fare, public service and policy costs of operating the Post Office De- 
partment from the actual cost of handling the mail and provides a 
fair apportionment of handling costs to daily newspapers as an ele- 
ment of second-class mail, the ANPA knows daily newspapers will 
support postal rates equal to 100 percent of the cost of handling daily 
newspapers in second-class mail. 

I would further like to state that I remember quite vividly that the 
prior advisory committee to your committee under Senator Carlson 
recommended virtually the same thing that this committee has recom- 
mended to you, sir, and I think when the Congress is under control 
of the Republican Party and then under control of the Democratic 
Party and the same recommendations come to you, it shows it is a 
pretty accurate statement of fact. 

The Cuarrman (presiding). We are certainly glad to have you 
come before us and give us the benefit of your knowledge in this field. 
Of course, I have felt—and I can only speak for myself—that there 
ought to be some policy and then if there is a deficit make it up. That 
is the way I felt about the matter all the way through. But, in recent 
years, the last few years, if you will recall, we have not paid enough 
attention to policy. You take the penalty mail, franked mail, and 
also, we have air mail subsidy, we have taken out and it is no longer 
counted as part of the deficit in the Post Office Department. 

The only thing we are trying to do is to see what should be done 
further in that regard, we want to establish a definite policy so that all 
may know what we consider as public welfare items. 

Another thing, and I know the public will agree, we want service 
and we want the best service that we can get and just because the 
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revenue from the Post Office Department dees not bring in enough 
to give the proper service, we do not want to have our service cut 
and not be given service as good as any other country has in the world. 

That is our position, which the general public may not know, but 
the revenue that comes in from the Post Office Department goes over 
into the general fund and each year, the Post Office Department comes 
before the Congress and asks for the necessary amount of money to 
properly run the Post Office and that is the way it has been going on 
ever since the Post Office has been in existence, as far as I know. 

That being so, we just want to do what is best for the public at large 
and treat everybody right and not just the people that might go in 
and buy a stamp and charge it all up to them when really, they are 
giving a lot of services that are not just proper post office functions, 
as we see it. 

Mr. Dantes. Well, the newspapers want to pay their part, but we 
do not want to pay more than we feel we should pay. 

The CHarrman. We realize the newspapers and the magazines, 
play a great educational part, at the present time, in disseminating 
the thought and knowledge of the people. 

Mr. Dantets. Of course. Generally speaking now, in the newspaper 
business, the mails are only used so that the people that are in remote 
rural areas can obtain information. Otherwise, special service has been 
put on by the newspapers because of the service rendered by the Post 
Office Department. 

Tn this day and time, nobody wants to get a morning newspaper, if 
it can possibly be avoided, at 11, 12 or 1 p. m. in the day, so it is only in 
the very outlying places where there is no other way to reach them that 
the mail service is used. 

The CHarrman. I know what that means. Sometimes it works an 
inconvenience here right on the Hill. I will give you an illustration. 
If I write a letter to Senator Carlson here and I walk out here and 
drop it in one of these slots—the public in the building may not realize 
this—if it goes there, it goes downtown and it is sorted and he prob- 
ably will not get it until tomorrow. If he wants the mail delivered, if 
he gets it to the post office down here, there are several deliveries in the 
building daily and it would be delivered to that Senator or person 
within the building. 

A lot of them do not realize that and I got a letter yesterday after- 
noon from a Senator calling to my attention that a matter would be on 
the floor of the Senate yesterday. It went downtown and came on its 
rounds and I got it after the matter was taken up in the Senate. I 
know the Senator did not know that. He had his office mail those let- 
ters and they went downtown. 

Are there any questions? 

Senator Cartson. Mr. Daniels, we do appreciate your appearance 
here. We are always happy to have you appear before this committee. 

I notice in your statement you state there was less poundage. I as- 
sume you mean of second-class mail in 1956 than there was in 1955 ? 

Mr. Dantets. Yes, sir. 

Senator Cartson. What do you attribute that to? 

Mr. Dantes. Largely because there was more circulation and 
largely because the newspapers are using other means of delivery, 
going into motor routes. For instance, on most daily newspapers, 
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this free-in-county is more or less of a myth. I mean comparatively 
speaking, because of the service, they have had to go to motor routes 
and get away from the mail delivery in the counties. 

You still have a lot of them, but comparatively speaking, it is not 
important to daily newspapers. 

Senator Cartson. I notice that you use the Citizens Advisory 
Council’s report for the allocation of some $95 million, I believe you 
said, for the annual post office loss on rural free delivery. 

Mr. Dantets. Yes. 

Senator Cartson. I take it from your statement that you feel at 
least a major portion of it is public service to our prego’ 

Mr. Dantets. I was quite young when R. F. D. came in, but I 
always thought it was named “Rural Free Delivery. ? I think the 
name implies it is public service. 

Senator Cartson. Of course, you know in Government, we talk 
about free things, but they usually cost somebody something. 

Mr. Dantets. I remember very little about it, I was just a child, 
but I always thought that it meant that it was the Gov ernment’s 
policy that they would provide free delivery to people living in the 
country, that rural people would get free delivery. That has always 
been my fundamental belief of R. F. D. 

Senator Carison. It truly is a great service. 

Mr. Dantes. No doubt about that. 

Senator Cartson. In this Nation, I do not see how anyone could 
justify it except as a service on the part of the Government to its 
citizens and I think you made a very fine statement. I appreciate 
it very much. 

Mr. Dantets. Thank you very much. 

The CHarrman. You take a person that lives in the city, I think 
he probably does not appreciate the delivery of the mail as much as 
the man out in the rural areas. I know I used to see the mailman 
going by and I would be standing there about the time he would 
come, standing out there waiting for him to come to get the paper 
or to get the magazine or maybe a letter. They are standing there 
just waiting for him to come. 

Senator Scorr. I am an RFD boy and I get my mail about 10 
minutes past 9 every morning and I am generally waiting for it. 
Then on Sunday, they do not deliver it, so I send to Burlington, 
which is 7 miles away, to get the News and Observer and get the 
Greensboro paper. 

Mr. Dantets. You should always just stick to the News and Ob- 
server. 

Senator Scorr. The trouble with that is that all the family wants 
to read at the same time.. I have to have some paper just for enter- 
tainment matter. 

The CHatrman. You would feel, if they were not delivering at all. 
you had to drive to town 7 days a week just to get it. That shows 
how important it is. 

Senator Scorr. I have been taking his paper before he was born. 

The Caarrman, I read the paper, too. I went through your estab- 
lishment. You have a wonderful establishment there. 

Mr. Danrets. Thank you, sir. 

Senator Cartson. Mr. Daniels, we have a very outstanding press 
service in Kansas, as I am sure you have and they have in every 





178 POSTAL POLICY 


State of the Union, but we are, of course, especially proud of Kansas 
under the direction of Larry Miller whom you may know? 

Mr. Dantzets. Yes, I met him. 

Senator Cartson. I was in Topeka last Saturday and happened to 
drink a cup of coffee with him al he told me of your appearance here 
and he thought possibly that Stanford Smith would be here. 

Mr. Dantes. Yes, there is Mr. Stanford Smith. He is assistant to 
the general manager of the American Newspaper Publishers Associa- 
tion. 

Senator Cartson. Glad to see you, Mr. Smith. 

Mr. Smiru. Thank you. 

The Cuairman. Senator Carlson, if you are ever in Raleigh, I want 
you to go around to this place. He has one of the most modern 
newspaper establishments I have ever been in. 

Senator Scorr. Mr. Chairman, I would like to say about these RFD 
boys, I said it last year, that I am so hipped on that RFD free de- 
livery, as you call it, I have said that I was sometime or other going 
to erect a monument to the RFD boy and I think it ought to be done. 
In fact, I have the land now, that would be free, for free delivery. 
[ Laughter. ] 

Mr. Dantets. You want me to raise the money for the statue and 
you will give the land? 

Senator Scorr. I will attend to that, too. 

Senator Cartson. Put it out at your mailbox on the farm. 

Senator Scorr. That will be all right, except it will aggravate the 
mowing machine a little bit but I will be glad to put it out there. 

Mr. Dantets. Thank you very much. 


The CuHairman. We certainly appreciate your coming down this 
morning. 

William B. Henderson. 

Senator Scorr. I would like to say to Mr. Henderson, we have de- 
ferred him 2 or 3 times and I promised him this would be the last, 
deferment for him, if you will be willing to have him now. 


STATEMENT OF WILLIAM B. HENDERSON, EXECUTIVE VICE 
PRESIDENT, PARCEL POST ASSOCIATION, INC. 


Mr. Henverson. My name is William B. Henderson. I am execu- 
tive vice president of Parcel Post Association, with headquarters in 
Washington, D. C. Parcel Post Association was organized and in- 
corporated under the laws of the District of Columbia in October 
1953. Association membership comprises approximately 400 small 
and medium-sized businesses. Millions of others in America have 
identical personal interest in parcel post as an economical, depend- 
able, and nationwide small-package delivery service. Such a service 
is essential to America’s economy. 

Parcel post, required by law to be self-supporting serves almost 
everyone everywhere in the United States—the farmer, the house- 
holder, the businessman and his employees. 

Your Citizens Advisory Council has reported to you that the Post 
Office Department suffered a net revenue loss of $73 million as a di- 
rect result of the first year of operation of Public Law 199. That $73 
million net revenue loss has been verified in testimony by Post Office 
Department officials. 
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Revenue losses, direct results of Public Law 199, have continued to 
damage the fiscal position of the Post Office Department each year 
since 1952. 5 

Public Law 199, enacted in 1951 by the 82d Congress at the urging 
of Railway Express Agency and its railroad owners, became opera- 
tive in January 1952. 

For 20 years prior to Public Law 199, parcels to a top weight limit 
of 70 pounds and to a maximum size limit of 100 inches (combined 
length and girth) could be mailed uniformly from any post office to 
any other post office anywhere in the United States. This was of 
great value to the vast majority of the people and particularly to the 
small-business men. Individuals, businesses, and the Post Office 
Department by long familiar practice, satisfactorily geared their op- 
erations to that single uniform size and weight parcel post regula- 
tion. 

The Cuatrrman. What would you think of a compromise on weight 
at say 30 or 40 pounds, leaving the girth the same, at 100 inches? 

Mr. Henpverson. On the matter of measurement, the 100 inches is 
very desirable and very necessary, particularly for your farmers. On 
the weight side of the scale, that would be a matter of determination, 
I think, by this committee as to what is the most feasible weight to 
achieve uniformity. Uniformity as a reasonable weight level is very 
essential. Uniformity of both size and weight is important because 
therein lies your biggest problem, not only in the Post Office De- 
partment, but in your ordinary business operation. 

The Cuarrman. But if it was limited in the way in which you 
could use the measurement, would that not take care of a lot of the 
situations that we find ourselves troubled with at the present time? 

The reason I make this statement is this. Down home, the mer- 
chants selling ladies wear, if they want to send an evening dress, they 
cannot put it in a package that small, but it does not weigh, maybe, 
over just a few pounds, 8 or 10 pounds. 

Mr. Henperson. That happens very frequently in lots of busi- 
nesses, Senator. 

The CuHamman. And they cannot send the package then to the 
place they want to in the country. 

Senator Cartson. There are some problems there. 

The Cuamman. I do not know, we are not here really passing 
upon Public Law 199, but we do want to get all the information 
as we go along and anything that might throw some light on it. 

Senator Scorr. Mr. Chairman, we have this situation about the 
weights. Of course, our business out there is strictly farming and 
I am in a farming area. The question of the weight of 70 pounds, 
every once in a while, we, not only on my farm, but the other farmers 
around there, have occasion to call up on the telephone and find out 
they are going to be short a bushel of hybrid seed corn. It is very 
important to get it, the ground is in order and you want to plant it. 
Well, a bushel of seed corn is 60 pounds and, of course, the sack and 
all that—we hope they don’t charge us for the sack but they do it 
[laughter ]|—and we order that stuff to come in and it is very helpful 
to us. It speeds up the planting and it is very important. 

The CuHarrman. You can get it now ? 

Senator Scorr. You can get that, but then you have some other 
things, too. I am in the poultry business and you would have to be 
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in the poultry business to know what I am trying to say, there is so 
much of that stuff, but we get certain condiments to go in the feed. 
Just to give you one illustration, I had occasion the other day on 

Saturday to get some stuff to go into the poultry feed. We had some 
poultry that was dying and we got hold of the poultryman, an expert 
in that field, and he told us how to remedy that, and so that required, 
I think it was just about 70 pounds, to put in that poultry feed to 
give it to them that morning. In other words, they would keep dying 
until we got it in there and we got it corrected by Sunday morning. 
That is why I was down home, but by Sunday morning we had 
corrected that situation. 

The CHatrman. Understand, the question I asked was not going 
to cut out the deliveries up to 70 pounds. I was not thinking about 
that but there are some very light things that probably ought to be 
put in the exempt field. That is the only thing I was driving at. 

Mr. Henperson. Last year, Senator Johnston, Senator Scott had a 
bill, S. 3635 introduced in the Senate which proposed a uniform size 
and weight, 100 inches and 65 pounds. Iam hopeful that the Senator 
might consider introducing a similar bill this year, but it points up 
exactly the situation that Senator Scott has referred to and which 
affects farmers all over the country, whether they are in the poultry 
business or in other special fields. 

The CuHarrman. Please continue. I did not want to break your 
line of thought but I thought it would be well to have some questions 
and get your thought along that line. 

Mr. Henperson. Public Law 199, strongly opposed by the Post 
Office Department, agriculture, and business, radically changed that 
useful uniform pattern of parcel-post service. 

The then Postmaster General Mr. Donaldson, in a detailed letter 
of August 13, 1951, drew the committee’s attention to the substantial 
operating pitfalls for the Post Office Department in the proposed 
S. 1335 of the 82d Congress. S. 1335 became Public Law 199. Mr. 
Donaldson’s letter is part of this committee’s Report No. 695 on S. 1335. 
Mr. Donaldson’s letter concludes : 

In view of the foregoing reasons as well as other objectionable features which 
might be cited, the enactment of S. 1335 is inadvisable and is not favored by 
the Department. 

The intervening 5 years have proved the validity and soundness of 
Mr. Donaldson’s fears. Your Citizen’s Advisory Council pinpoints 
just 1 penalty, the financial penalty, in the Department’s $73 million 
net, revenue loss as a direct result of Public Law 199. 

Public Law 199 cut permissible top mailing weight of parcels 
between first-class post offices over 150 miles apart by almost three- 
fourths (from 70 pounds to 20 pounds). Between first-class post 
offices less than 150 miles apart, the weight limit was cut from 70 
pounds to 40 pounds. 

Public Law 199 cut the permissible mailing size of parcels more than 
half—from 100 combined inches to 72 combined inches. Seventy-two 
corabined inches is 12 by 12 by 24—2 cubic feet; 100 combined inches 
is 16 by 15 by 36, that is, 5.35 cubic feet. So you can see the Post 
Office cut that approximately in half. 

Three parcel-post mailing regulations replaced the one uniform na- 
tionwide regulation. There are the two differing weight regulations on 
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parcels between first-class post offices. But on parcel mailings to or 
between post offices of other than first class the former top limitations 
of size and weight, 70 pounds by 100 combined inches, continue permis- 
sible. That was the uniform top size and weight limit between all 
ost offices of all classes all over the United States for 20 years until 
ailway Express forced the drastic and costly changes through Public 
Law 199. 

Over 90 percent of all parcel-post traffic is between first-class post 
offices. Several hundred post offices change classification in July each 
year, depending on the gross volume of business each did in the year 
yreceding. The size of community is no measure of post-office classi- 
an. We have some communities of less than 1,000 population 
that have a first-class post office. 

In that respect, Senator Johnston and members of the committee, 
I wanted to mention the way Congress designed the parcel-post serv- 
ice. It was designed to serve all the people ¢ everywhere in the United 
States. Now, the Post Office Department can deliver essa to some 
communities in Chicago, San Francisco, or New York, for example, at 
a lower cost than to people in the less populous areas. To give every- 
one everywhere the same small package delivery service at the most 
reasonable cost, the Post Office Department applies the profits from 
serving the heavily populated areas to offset the losses in giving serv- 
ice to rural areas and your more sparsely settled areas of population. 

I think you are aware of the confusion and the heavy additional 
expense Public Law 199 brought to the Post Office Department and 
to mailers, which was summarized on December 13, 1955, by the Act- 
ing Postmaster General in a letter to you. Said he: 

Public Law 199, imposing nonuniform weight and size limitations on parcel 
post (has) created operational difficulties, losses of postal revenues, and wide- 
spread public misunderstanding and dissatisfaction. 

The Department’s $73 million net revenue loss your advisory coun- 
cil reports is paid by parcel-post mailers in higher postal rates, for 
parcel post is required by law to be self-supporting. Revenues and 
expenditures must be kept in balance. 

Parcel-post rates more than doubled in 5 years—up 25 percent in 
1949, a further 35 percent jump in 1951, and then a 36 percent hike in 
1953. The Postmaster General has currently petitioned ICC for still 
another parcel-post rate increase to keep parcel-post revenue and ex- 
penditure in balance. 

Senator Carison. Mr. Henderson, do you know what that expendi- 
ture would be, if granted ? 

Mr. Henperson. I think it is the sheerest kind of a guess. I did a 
little bit of figuring the other day and I came up with two fairly 
widely separate figures. Possibly one was based on hope and the 
other on practical facts. 

Senator Cartson. I noticed you had them for past years. I as- 
sumed that based on past experience, when the Postmaster General 
asked for an increase, he would, of course, be granted that increase. 
I wondered how much it would be? 

Mr. Henperson. Of course, there is about $4,300,000, as I recall 
the figures, that he figures fourth-class mail will be in the red at the 
close of this fiscal year, but there are several other measures pending 
in Congress which might add substantially to that, so he did not 
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submit a schedule at the time. He said that he would do it later. For 
example, applying of the postal employees retirement loss, which is 
not now figured in the rate structure establishment. There is a bill 
in Congress now, of course, to make that apply and in the case of 
parcel ost: or fourth-class mail, it would be a- matter of approxi- 
mately $30 million which, of course, would affect the rate substantially. 
And, there were one or two other substantial possibilities like that. 

Senator Carrson. In other words, as I understand your statement, 
the Postmaster General, while he mentioned a $4,300,000 loss now, it 
could be substaitially more if these other acts were granted { 

Mr. Henpverson. Yes, decidedly so. That is why he delayed filing 
a schedule. 

Tn addition to making people pay needlessly high parcel post rates, 
Public Law 199 levies further financial penalty on mailers in extra 
shipping materials and labor costs. The total amount of this addi- 
tional penalty for mailers can only be guessed, but it cannot be less 
than an estimated several hundred million dollars each year, 

For the small-business man, convenient, reliable, and economical 
distribution of his products is vital to his continuing in business. The 
financial consequences of Public Law 199 and the operating difficulties 
caused by lack of uniform nationwide parcel post mailing regulations 
have placed heavy and needless burden on small business. 

As you gentlemen so keenly realize, the prosperous growth of 
America depends greatly on the energetic initiative of the millions 
of small and medium-sized businesses of the United States, that is, 
the manufacturers, the producers of goods, the providers of services, 
the wholesalers, the retailers. These are the small business people so 
largely dependent on parcel post for distribution of their products. 
The employment these small businesses provide, the taxes they pay, are 
huge in the total aggregate. 

Railway Express had Public Law 199 enacted as protection from 
the competition of parcel post. It is now quite apparent that the 
Railway Express claim of parcel post competition being a cause of 
consequence in the sharp business decline of Railway Express was 
largely a figment of imagination. 

Senator Scort. Right there, it may be a figment in the imagination 

of some folks but it is not in mine. I have had experience in ordering 
some machinery repair parts to try to get it from Charlotte, N. C., 
to try to get it in Richmond, and I had occasion to switch that order 
back to some place in Philadelphia, and not get it there, and then 
had to go out to where the product was manufactured out in Indiana, 
I believe, and when it did come, the Railway Express—I have worked 
well with those people over the years—did not deliver that for some- 
time afterward. 

Now, it was a piece for the combine and you well know if you are 
doing farming, the time to combine is when oats and barley are right, 
not afterward. 

The Cratrman. It can’t wait. 

Senator Scorr. Can’t wait, so if I had that—I do not remember 
now what it weighed—come by parcel post, I would have gotten it 
2 or 3 days earlier. W ell, we are right good-sized operators there 
and so are the other people in my section down there and they oper- 
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ate all kinds of machinery and the more sensitive the machinery is, 
the quicker you need that repair when you need it. You have to 
have it right now. 

It used to be when you broke a backband or bellyband on the horse, 
why you just made it out of something and went on, but you cannot do 
that now. You have to have the part, the bolt, as required and when 
it is required. The whole operation is much more sensitive now and 
I just want to get that in there because it means a lot to people 
out in the rural sections where farming goes on. 

Senator Jounston. People in the backlands would have a roll of 
sack and could make a bellyband. 

Senator Scorr. I was going to tell you I have done that. I have 
used more baling wire when I ought to have been using something 
else, too, to repair machinery but you can’t use baling wire nowadays 
for repairing a lot of that machinery. Still, some folks have that 
ingenuity and can do it, but I can’t. 

The CuarrMan. Go ahead. . 

Mr. Henperson. The Railway Express imagination was purpose- 
ful. Railway Express needed Public Law 199 for quite another and 
much more important purpose to Railway Express than just parcel 
post. Public Law 199 was the essential lever Railway Express needed 
to win renewal of a long-term contract with its railroad owners. This 
hidden purpose will be discussed more fully, and documented, later 
in this testimony. 

Public Law 199 brought little benefit to Railway other than the win- 
ning of its new long-term contract with the railroads. The railroads 
did not benefit. The railroads continue to be penalized, ever more 
heavily, in subsidizing Railway Express losses. The railroads are 
penalized further in their diminishing of profitable revenues from 
hauling parcel post as Public Law 199 inexorably cripples the parcel 
post service. 

Public Law 199 hurts the people of the United States and particu- 
larly small business, the farmer, and the householder. Public Law 
199 hurts the Post Office Department. 

Public Law 199 has benefited no one. In the public interest, Con- 
gress should enact needed remedial legislation restoring to the people 
the uniform parcel post weight and size limits of 70 pounds and 100 
combined inches between all post offices everywhere in the United 
States which proved to be so useful and valuable for so many years. 

Back in 1951, Railway Express assured you, as it assured its rail- 
road owners, that Public Law 199 would largely mend the business 
fortunes of Railway Express. Has Public Law 199 helped Railway 
Express as you were assured it would? Let’s look at the record. We 
will use Railway Express’s own figures filed with the Interstate Com- 
merce Commission. 

As a “benchmark” indicator of Railway Express operating for- 
tunes, we'll use Railway Express net operating income. Chart “A” 
shows how Railway Express plunged from $1,436,571 black ink in 
1950 to a 1956 red-ink deficit of $1,313,736. Comparing these 2 years, 
that is a drop of $2,750,307. Public Law 199 did not stop the Railway 
Express sharp slide into deep deficit. 
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Perhaps Railway Express may insist to you, as its counsel did to 
the Interstate Commerce Commission a few months ago that the 
official figures Railway Express files with ICC are “totally meaning- 
less” — “don’t mean a thing in the world”—because Railway Express 
accounting is reonipletely different” and its figures require a quite 
different interpretation from those of normal business to which you 
and I are accustoined. 

The Railway Express counsel thus gave fair warning that one could 
not prudently rely on official Railway Express data without. the 
guidance of special Railway Express ‘ ‘interpret ation. 

The Cramrman. May I interrupt. I notice you did not read the 
history concerning the pare el post size and weight. It certainly has 
been changing over the various years, if you will notice that, so you 
can readily see why I was asking some of the questions there in regard 
to the different weights. 

(The above-mentioned matter is as follows :) 


History ) of perry ers size and weight 


, Size limits, 
Date Weight limits combined 
| Jength and 
girth 


Act of Aug. 24, 1912.____..| Effective Jan. 1, 1913 | 11 po nds 
Effective Aug. 15, 1913._._| 20 pounds, Ist and 2d zones | 
| 11 pounds, other zones. _-- Pient 
Orders of Postmaster | Effective Jan. 1, 1914 .-| 50 pounds, Ist and 2d zones_______| 
General, with consent 20 pounds, other zones... 
of the Interstate Com- | Effective July 10, 1915____- es oa | 84 inches. 
merece Commission. Effective Mar. 15, 1918_.._| 70 pounds, Ist, 2d, and 3d zones; | 
50 pounds, other zones. 
| 
j 


Effective Aug. 1, 1931_. | 70 pounds, all zones. 100 inches 
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Mr. Henperson. Yes, and referring to that, Senator Johnston, 
when the Department adopted uniform size and weight in 1931, 70 
pounds and 100 inches between all post offices all over the country 
that served everyone so well for so long, the Postmaster General at 
that time said—I do not recall his exact words—that the difficulties 
arising from the differences in size and weights in different zones 
prompted this coming to nationwide size and weight uniformity for 
all post offices. 

Then Postmaster General Donaldson, I believe, mentioned in 1951 
to you that the reason the Department had come to the uniform 
standard throughout the country in 1931 was to avoid all the con- 
fusions, difficulties and expense that the Department had experienced 
as a result of nonuniformity. 

Shall I proceed ? 

The Cuarman. Proceed. 

Mr. Henperson. Railway Express accounting apparently is a 
strange land where white may be made to appear black or any inter- 
mediate shade of gray. In such a land, familiar business logic and 
facts may seem to vanish into thin air like a desert mirage. But you 
and I must use the logic and experience gained in our working with 
normal*business. We must take the official Railway Express figures 
for what they appear to be worth. Weshould do our own interpreting 
of what is a fact and what isn’t. 

You have seen how Railway Express net operating income went 
far into the red undeterred by Public Law 199 protecting. Let’s look 
now at Railway Express business volume, using Railway Express 
figures of its less-than-carload traffic. A part of Railway Express 
less carload lot volume, that part up to 70 pounds by 100 combined 
inches, is generally comparable to parcel post. Chart B shows how 


RAILWAY EXPRESS AGENCY ® 
LESS -CARLOAD SHIPMENTS . 


(In Millions) 
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- 65,785,766 
-~ = 75,760,093 

~ Not Available 

- Not Available 








| 
| we RMIT este natin ceribonodemeeieaatonenaes 


s9 1 
1940 42 
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Source: interstate Commerce Commission Docket No. 32,035 cuca blic Law 199 
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Railway Express less carload lot volume dropped from 231,463,749 
units in 1946 to 75,760,093 units in 1954. That is a two-thirds loss in 
volume. The slide is continuous with only a momentary pause in 1952 
when Public Law 199 began. Again, Public Law 199 did not “pro- 
tect” Railway Express from losing business. 

As you have already deduced from your practical business 
knowledge, the remarkable decline in Railway Express net operating 
income and business volume is logically reflected in decreased Railway 
Express employment. 

Chart C shows Railway Express had 44,554 employees in prewar 
1940. Railway Express employment hit the high point of 82,679 in 
1946 at the end of World War II. The reason: Railway Express, 
by Government emergency order, during the abnormal war years. 
It was given all the business it could handle; 1942 to 1946, Railway 
Express had practically complete protection. 

By 1956 Railway Express employment was 42,986, even less than 
it was prewar, 15 years before. Except for 1952, when Public Law 
199 gave brief pause, Railway Express employment has shot sharply 
down since the end of the war in 1946. 

ICC records show that the only Railway Express employment 
increase has been in the executive personnel category. 1945 was a 
Railway Express good year, a year of high volume. In that good 
year of 1945, Railway Express had 35 executive employees in the 
$10,000-and-over salary bracket; 1952 was a “not so good” business 
year, despite Public Law 199, yet the Railway Express executive 
employee group had grown to 47. By 1956, with Railway Express 
in even more desperate business straits, the executive group had 
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expanded to a high of 110—tripled in 10 years of constantly declining 
business. 

The Cuatrman. How do you classif y the executive group? 

Mr. Henverson. We took from ICC records, Senator Johnston, 
everybody earning $10,000 a year and over. 

The CHAIRMAN. Well, you realize, that everybody’s salary has 
almost doubled in the last 10 years? 

Mr. Henperson. Yes, that is a fact. 

The Cuatrman. You did not take that into consideration in classi- 
fying them executives and nonexecutives; did you ¢ 

Mr. HenpeErson. No, we did not. We took the straight ICC figures, 
you see. I agree with you, there should be a w eighted factor in there. 

The CuarrMan. Yes; there should be a weighted factor in there. 

Mr. Henperson. But even the effort of this greatly increased Rail- 

way Express executive manpower cannot keep the basic economic law 
of supply and demand from working to the inevitable penalty of Rail- 

way Seca failure to keep pace with a progressing America. Rail- 
way Express as a business heads ever downward. 

Railway Express has priced itself out of its natural and potentially 
profitable markets. Note the indicative trend in these Railway Ex- 
press rate hikes in just the past 5 years: 

We start off in March 1, 1951, the minimum charge is 93 cents and 
goes up to $1.50, $1.80 to $1. 93 and now they are currently petitioning 
ICC for a rate increase that will bring that minimum up to $2.22. 
That is all in 5 years. 

The Cuamman. I wonder if Public Law 199 did not affect those 
minimum charges for this reason. When we go above a certain 
weight, that put it over into the express and wouldn’t that be a higher 
charge for a minimum weight ? 

Mr. Henperson. I think, Senator, regardless of how small the par- 
cel is, you still pay the current $1.93. Whether it is a 5-pound pack- 
age or whether it is an 80-pound package, your minimum starts at that 
rate. Then, of course, there are other factors which finally adjust the 
end charge of Railway Express, but these are the minimums. 

The Cuairman. That more or less puts them in business with the 
post oflice in very small packages ? 

Mr. Henperson. To some extent, yes, especially where you have 
small packages with extremely high value or something like that, 
where circumstances would alter. As a matter of fact, Senator John- 
ston, there is no practical competition until you get above the 50-pound 
limit. I have some figures here which, if you wish, I can put into the 
record. 

In the 10 years, 1946 through 1956, Railway Express increased its 
rates 9 times. Currently Railway Express seeks ICC permission for 

a further 15 percent increase. Its batting average keeps near the re- 
markable figure of a rate increase each year. 

By constantly increasing its prices and decreasing its service, in 
line with its apparent philosophy of less and less business at higher 
and higher rates. Railway Express has withered itself away, down 
below the business zero point. 

The Railway Express business philosophy of “less and less busi- 
ness at higher and higher rates” isn’t anything new or recent. Nor is 
there anything new or recent in the Railway Express attempt to use 
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parcel post as the convenient “whipping boy” on which to lay blame for 
its own failings. Over 40 years ago, Interstate Commerce Commis- 
sioner Marble officially noted this Railway Express philosophy of “less 
and less business at higher and higher rates” and the Railway Ex- 
press attack on parcel post. That history repeats itself constantly in 
Government records through the years. 

Railway Express service shrinks constantly. Express travels 
mainly by passenger train, usually by the same trains and frequently 
in the same cars carrying parcel post. Many hundreds of passenger 
trains, particularly local train service, have been eliminated by the 
railroads these past 10 years. Speaking on rail mail service, Assist- 
ant Postmaster General Seidle recently reported : 

* * * As recently as 25 years ago the Post Office Department had available 
more than 20,000 passenger mail-carrying trains with usable schedules. Today, 
we have less than 3,000 * * *. 

During the era when the railroads enjoyed pretty much of a monopoly on 
transportation there were passenger trains serving the vast majority of the 
communities in which we had post offices. Today 69 percent of the communi- 
ties in the United States do not have rail passenger mail train service. 

Most Railway Express offices are in railroad stations. There were 
19,000 Railway Express offices in 1940. Today there are less than 
14,000. The majority are open to the public only part time. In only 
5,000 communities does Railway Express provide pickup and deliv- 
ery service. 

On Railway Express prices and lack of service consideration, ICC 
Examiner Frank k. Saltzman in 1956 had this to say in a regional 
case in which Railway Express opposed granting permission to 
United Parcel Service to transport “parcel-post-size packages” up to 
maximum limits of 50 pounds by 108 combined inches. 

The Cuarrman. May I ask one question. I notice the passenger 
mail-carrying trains have decreased from 20,000 to 3,000. How 
much does that reduce what the trains carry ¢ 

Mr. Henperson. I cannot answer that, Senator Johnston. The 
Post Office Department, I think, would have to come up with those 

res. 

The Cuarrman. I would like to have that. I think that would be 
interesting, too, and it may be that they could kind of consolidate 
it into certain passenger mail-carrying trains and whether they were 
having duplications, you see, and it may not cut down anything like 
that on the amount of mail that is being carried by the railroads. 
I think the folks will be in here to give a true picture of it. You 
see what I am driving at, Senator Carlson ? 

Senator Cartson. Yes. 

The CHarrman. Proceed. 

Mr. Henverson. Well, Mr. Saltzman had this to say in this partic- 
ular case: 


* * * In the territory here considered, the express agency maintains a mini- 
on charge of $1.80 per shipment and the motor common carriers a minimum 
0 ; 

* * * there is an urgent need on the part of the shipping public for a small- 
package service such as that proposed (by United Parcel Service) and which 
is now effectively available only through the medium of the parcel-post 
system * * *, 

* * * the express agency professes to be in a position to handle all small- 
package business offered, but it does not serve many points in the territory 
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involved, does not provide delivery service at many of the points served and 


has set up what amounts to an embargo on small-package shipments by the 
establishment of a minimum rate of $1.80. 


Has Public Law 199 helped or hurt the railroads? Again, let’s 
look at the record. 

In the almost 25 years prior to Public Law 199, the Railway Express 
monopoly contract cost the railroads $3 billion in losses. Reports 
Arne C. Wiprud, the well known rail transportation authority and 
currently consultant to the New York Central Railroad: 

The losses to the railroads from express traffic in the 25-year period, 1929 
through 1953, have been huge. 

No one knows the exact amount since the railroads have not kept books on the 
handling and transportation of express, but in no year have the railroads claimed 


before the Interstate Commerce Commission that their losses [from Railway 
Express] were less than $125 million per year * * * 
The Railroads claimed a [Railway Express] loss of $129 million in 1950 and 


the Commission found the loss in 1951 to be about $145 million and the losses 
during the depression of the 1930’s were very large * * * 


Deficit operations resulting from such unsound principles and practices [of 
Railway Express operation] have drained the vitality of the railroads * * * 

A. L. Hammell, Railway Express president, confirms these huge 
railroad losses. Under congressional questioning, Mr. Hammell 
admitted that Railway Express operations in 1950 fell about $135 mil- 
lion short of paying railroad costs for services provided to Railway 
Express. Mr. Hammell gave additional, though understated, con- 


firmation of the large sums Railway Express costs the railroads each 
year when he told Congress: 


Those sums [Railway Express payments to the railroads] for a long time have 
been much less, by about $100 million a year, than the express service costs of 


the railroads. 

Despite Public Law 199, the railroads annual out-of-pocket losses 
from Railway Express continue at the huge $100-million-a-year rate. 
The railroads could certainly use that amount of money to advantage 
in maintaining and modernizing their properties and in dividends to 
stockholders. 

Even Mr. J. M. Symes, president of the Pennsylvania Railroad Co., 
owner of the largest block of Railway Express stock, finally accepts 
the clear fact that Railway Express is a substantial detriment to 
Pennsylvania Railroad. In his annual report of February 27, 1957, 
Mr. Symes told Pennsylvania Railroad stockholders : 

* * * The Pennsylvania Railroad takes the position that the only permanet 
and economic solution is for the Government to acquire and operate the railway 


express business aS a part of its parcel post business. thus consolidating the 
operation and assuming responsibility for the whole of the small package 


business. 

If huge and wealthy Pennsylvania Railroad feels it can no longer 
afford the luxury of the Railway Express drain on its corporate 
vitality, what about the smaller and less financially able railroads, the 
Katy, the Mope, the Monon, and others of the 69 railroads carrying 
the burden of Railway Express? 

The CHatrman. Right along that line, isn’t it true that the Hoover 
Commission, I believe, wants to give it all to some private concern to 
carry? In other words, what I am bringing out there is that we are 
dloing this as a service to the public and if we are not doing it as a 
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service to the public, you see the idea, the railroads are not making a 
great profit out of it, so it shows what we are up against here in this 
committee in making our decision. 

Do you have any comment on that? 

Senator Cartson. No, I have not. It shows that this operation, 
whether the Federal Government handles it, the railroads or private 
industry, we have some problems. 

Mr. Henverson. It is a tough one, Senator Carlson, but I do feel 
that the railroads should get fair pay for the service they render and 
I feel that way because certainly the railroads are a strong national 
asset. 

Here, as I have pointed out, the railroads are being heavily penal- 
ized by Railway Express and have been for a long time. What the 
solution is, I do not know. 

The Cuarrman. We brought out yesterday the huge loss, but, at the 
same time, we must admit that the Railway Express is more or less 
owned by the railroads and we must take that into consideration, too, 
when we really consider this matter. 

Mr. Henverson. It is a rather expensive child. Shall I continue‘ 

The Cuatmrman. Yes. To us, the Railway Express is to the rail- 
roads like the rural delivery is to the Post Office Department. It is 
something that they want to carry along but they realize it is going 
to be hard to make a profit out of it. The same thing is true in the 
Post Office Department. We realize we cannot make a profit out of 
the rural free ialicoey, so those are some of the things we must face in 
this world of ours. 

Yon will find in some other countries, for that reason, they lump 
several of the agencies together. Some are making money and some 
are not. I know in Switzerland, you will find there, that the Swiss 
Government have the telephone, the telegraph and the railroads, and 
the post office, all running together over there to a certain extent. 

You may continue. 

Mr. Henverson. The Railway Express is hitting its railroad own- 
ers with another loss, as though the $100-million-a-year out-of-pocket 
railway express operation wasn’t damage enough. This extra loss 
which the Railway Express has cracked the railroads with is $158 mil- 
lion loss of profitable business since Public Law 199 got into operation 
in 1952. That $168 million is what the railroads have dropped in 
profitable parcel-post haulage in those 5 years. The railroads trans- 
port about 90 percent of all parcel post, and here is what the Post 
Office Department paid the railroads for transporting fourth-class 
mail at compensatory rates set by the Interstate Commerce Commis- 
sion: 

In 1951, on fourth-class mail, the Post Office Department paid them 
$231 million, but, in 1952, when Public Law 199 first went into effect, 
it dropped to $230 million; then successively to $214 million, $193 
million, $177 million, and, in the last fiscal year, $173 million. 

The railroads’ cumulative loss in parcel-post transport revenue in 
the 5 years of Public Law 199 (1952 through 1956) is $168 million 
in Post Office Department payments to the railroads for parcel-post 
transport. Cutting parcel-post volume through Public Law 199 was 
planned by Railway Express. Public Law 199 has proved an expen- 
sive venture for the railroads. 
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Source: Cost Ascertainment Reports Post Office Department 


Note from tables D and E the effect Public Law 199 had on parcel- 
post volume. In 5 years of Public Law 199, parcel-post volume, by 
weight, has dropped a cumulative 7 billion pounds from the volume in 
1951, the last pre-Public Law 199 year. Number of parcels mailed 
decreased a cumulative 230 million in the same period, despite the 
fact that lower size and weight limits of Public Law 199 forced mail- 
ers to break parcel-post shipments into 2, 3, or more package lots and 
so tending to increase the overall package volume. 

Had Railw ay Express picked up any appreciable part of this lost 
parcel-post volume, there might be some justification for Public 
Law 199. But, as you have seen in tables A and B, not only did 
Railway Express make no gains under the protection of Public Law 
199, Railway Express business got worse and worse. Shippers 
turned their business to other carriers with better price and service 
factors. 

Public Law 199 hurts the Post Office Department and the public. 
Public Law 199 does not benefit Railway Express or its railroad 
owners. There’s every good reason for Congress to wipe Public 
Law 199 off the statute books. 

What was the real reason Railway Express worked so hard, and 
successfully, to get Public Law 199? Why has Railway express 
worked so hard and persistently to have Public Law 199 retained 
despite the demonstrated damage and uselessness of the law? 

Mr. A. L. Hammell, president of Railway Express, gave the an- 
swer when he told Congress: 

It is my considered opinion that, without the passage of Public Law 199, some, 


at least, of the railroads would not have renewed the contract and the nation- 
wide uniform express service would have broken up. 
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But Mr. riammell waited until he had the new contract “in the 
yt before making public disclosure of the real purpose of Public 

w 199. 

The 25-year contract (1929 through 1953) Railway Express had 
had with its railroad owners had cost the railroads out-of-pocket 
losses totaling a fantastic $3 billion. That contract would run out 
in 1954. Railway Express had to convince its railroad owners that 
Public Law 199 would work a cure, substantially cut the huge Rail- 
way Express losses. It was a hard sales job, so I’m told, but it 
worked. Railway Express gets its new, long-term contract from 
the railroads. 

Time has proved that whatever persuasive predictions Mr. Ham- 
mell and his Railway Express associates used on the railroads, effec- 
tive though they were in closing the deal, the railroads now realize 
what a bill of goods they bought. It is small wonder the railroads 
would like to unload the whole Railway Express mess on the United 
States Government as Mr. Symes, of Pennsylvania Railroad, has 
suggested. 

ailway Express properly fears any congressional spading into 
the misstatements and distortions of fact which helped Railway 
Express win Public Law 199 back in 1951. Railway Express much 
prefers to keep the the evidence buried. That is why Railway Ex- 
press has strenuously onpenyt, and, to this point, successfully 
ones any congressional investigation of the results of Public 

aw 199. 

But some of the principal assertions of Railway Express, its em- 
ployee organizations, and its railroad owners to this committee and 
to the House Post Office Committee to win Public Law 199 are 
worthy of at least brief examination now, 5 years later. These are 
typical of the misstatements and fact distortions used frequently, and 
varied in wording, to win acceptance as truth through repetition: 

Parcel post is steadily and relentlessly putting the Express Agency out of 
business. 

The fact is parcel post has never been more than negligible com- 
oe for Railway Express, as the results since Public Law 199, 

ocumented in charts A and B, give proof. Practically all Railway 
Express potentially profitable less-than-carload package business is 
in sizes and weights greater than the parcel-post uniform top limits 
of 70 pounds by 100 inches in effect for 20 years before Public Law 
199. Most parcel-post packages—98 percent of them—have always 
weighed less than 50 pounds. Railway Express cannot profitably 
handle that kind of small-package business. Drivetee: Railway Ex- 
press people will admit they lose money on every parcel post-size 
package they handle. I challenge them to prove otherwise on the 
record. 

Basic economics would long since have killed any other business 
operating as does Railway Express. It is only massive subsidy that 
has kept Railway Express going. 

The loss of business to parcel post has forced Railway Express to reduce its 
employment to an appalling extent. 


This is another statement by Railway Express people to you. 


More than 40,000 persons, most of whom expected to make the express industry 
their life’s work, have been furloughed. Not only do these people have little 
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hope of returning to their old jobs, but the remaining employees live in constant 
fear that their jobs may go the same way before many more months. 

But the fact is Railway Express had 44,000 employees in 1940, as 
shown in chart C. During World War II, Railway Express normal 
competition was largely eliminated by wartime emergency regulations. 
For those few abnormal years, Railway Express enjoye an open 
field. Its employment swelled to 82,000, an alltime hgh. As A. L, 
Hammell, Railway Express president, described those lush war years: 

We ran into a lot of Government business that had to move expeditiously re- 
gardless of the cost. 

When the war ended, normal competitive conditions returned. Rail- 
way Express lost its wartime advantage, lost its profitable noncom- 
petitive, war-swollen business. Efficient competitors were released 
from the restraints of wartime regulation. Railway Express business 
and employment dropped sharply. Today Railway Express employ- 
ment is less than it was in 1940, before the war. Parcel-post competi- 
tion was not the cause of the sharp postwar drop in Railway Express 
employment. 

hey also told you: 


The Post Office (through parcel post) is in the freight business. 


The fact is minimum freight is 100 pounds, as everyone knows. That 
100-pound freight minimum is far above the top parcel-post limit of 
70 pounds by 100 inches combined length and girth. More than 98 
percent of all parcel-post shipments are and always have been below 
50 pounds. As a matter of fact, Mr. Chairman, I might insert here, 
if you try to ship by truck, in many, many instances, their minimum 
is 200 pounds for truck freight. I have not experienced that, but that 
has been told me by many people who do utilize that type of shipping. 

Railway Express also told you: 

We believe unequivocally that this thing (proposed Public Law 199) can be 
administered without not only undue expense but with real saving to the Post 
Office Department. 

But the fact is Public Law 199 brought the Post Office Department 
a $73 million net revenue loss in 1952, a direct result of the first year 
of Public Law 199. Public Law 199 has continued to cause the Post 
Office Department revenue loss and costly operating confusion each 
year since this time. 

Now, the Railway Express people told you repeatedly : 


Parcel post is Government competition with free enterprise. 


Fact is Railway Express is not free enterprise in a sense comparable 
with the millions of small-business men and farmers Railway Express 
hurts with its Public Law 199. Railways Express is a monopoly, 
operating under Interstate Commerce Commission supervision. 

National policy of the United States has been for many years that 
when a service essential to the welfare of the people of the United 
States cannot be provided by private business, it is Government’s duty 
to provide such service. That is a practical, commonsense policy. 

Bitetees Lincoln stated the case for the people many years ago 
when he said: 


The legitimate object of Government is to do for the people whatever they 
need to have done but cannot do at all or cannot do so well for themselves in 
their separate and individual capacities. 
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Franklin D. Roosevelt and Dwight D. Eisenhower have both ex- 
pressed general and similar philosophies. 

Parcel post, the nationwide small package delivery service, is a 
necessity for the people of the United States. 

There is no private enterprise, now or in the foreseeable future, 
least of all Railway Express, with its constantly diminishing ability 
to serve, that can provide an acceptable substitute for the needed 
service represented in parcel post through the 38,000 post offices and 
32,000 rural routes linking all our people in reliable, economical, 
essential communication with each other. 

The emptiness of the Railway Express assertion that “Government 
competition” is to blame for the sorry showing of Railway Express 
as a business operation is emphasized by comparing Railway Express 
with United Parcel Service—a real free enterprise organization oper- 
ating in competition in the same small-parcel-transport business as 
does Railway Express. 

United Parcel picks up and delivers for business shippers small 
packages (“parcel post size” packages) to a top limit of 50 pounds by 
108 combined inches at rates approximately the same as or lower than 
the Post Office Department’s parcel post service. United Parcel has 
no rich uncles to subsidize it as the 69 railroads subsidize Railway 
Express. United Parcel is typical free enterprise, standing on its 
own feet, meeting competition in the open market, earning its profit 
through hard work and intelligent, progressive management. United 
Parcel progresses and grows, for it sells good service at a fair price. 
United Parcel satisfactorily serves the public interest as free enter- 
prise must do to survive. The contrast between Railway Express 
and United Parcel in America’s traditional competitive economy is as 
sharp as between night and day. 

There is no basis in fact for the Railway Express claim that the 
Government competition of parcel post is putting Railway Express 
out of business. Railway Express is a failure because it violates the 
basic law of America’s economy, the law of supply and demand. It 
cannot compete in the open market place. The court of last resort 
for a business is the American buyer. That court makes the final 
decision whether or not a product or service is worthy of survival. 
From the decision of that court, there is no appeal. Railway Express 
has been judged by that court. I believe the decision is apparent. 

Railway Express is “big business,” as Railway Express counsel 
was careful to emphasize to the Interstate Commerce Commission 
recently. But just because Railway Express is “big business,” it does 
not, or should not, have license to wilfully and heedlessly damage 
smal] business as it does through Public Law 199. Railway Express 
exhibits total concern for its own interest and no apparent concern 
for the interest of the general public or anyone else. 

The volume of protest from all over the country swells against the 
continuance of Public Law 199. 

The farmers protest the penalties of Public Law 199 through the 
Farm Bureau Federation, the National Grange, the Farmers Union, 
the American Nurserymen’s Association, and the American Seed 
Trades Council. 
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The producers of goods, the providers of services, the wholesalers, 
the retailers all protest against Public Law 199. Individual business- 
men protest. The voice of millions of other businessmen is raised 
through the National Small-Business Men’s Association, the American 
Association of Small Business, the National Retail Dry Goods Asso- 
ciation, the American Retail Federation, the National Association of 
Wholesalers, local chambers of commerce, and other industry and 
trade organizations. These businessmen, t together with the farmers, 
comprise the major base of America’s economy. Public Law 199 hurts 
all of them. 

The Post Office Department and its employees as represented in 
the National Association of Postmasters, and the National Federation 
of Post Office Clerks, and the National Association of Postal Super- 
visors join agriculture and business in protest against continuing 
Public Law 199. 

Millions of ordinary householders in the cities, towns, and villages 
and on the farms throughout America resent the penalties Railway 
Express has thrust on them through Public Law 199. These good 
people have no organization to bring their plight to the attention of 
Congress. But though the protest of the American householder may 
seem muted, it is still very, very real. 

While your constituents have talked with you back home and have 
written you about Public Law 199, the depth and strength of the 
the householder protest is perhaps even more clearly reflec ted through 
the voice of the editors of the community newspapers. Hundreds ‘of 
editorials protesting Public Law 199 have been printed these past 5 
years. The newspaper editor lives close to his readers. He knows 
their interests, their joys, their distresses. He knows how much 
parcel post means to the people of his community. He knows how 
bitterly his neighbors resent the crippling of their parcel post serv- 
ice. Tlis editorial pen voices the community’s feeling. 

Considering the widespread public hurt caused by Public Law 199 
and the substantial financial loss and operating difficulties Public 
Law 199 has brought upon the Post Office Department; considering 
the demonstrated lack of benefit accruing to Railway Express and its 
69 railroad owners from Public Law 199; the Post Office and Civil 
Service Committee of the United States Senate should, in the public 
interest, inquire into and take action to modify Public Law 199. 

This committee, I hope, would give partic ular consideration to the 
reestablishment of n: ationwide uniformity of parcel post size and 
weight limits at a maximum of 70 pounds and 100 combined inches 
between all post offices of whatever class throughout the United 
States. That parcel post size and weight uniformity served all 
America well through the 20 years, 1931 to 1952. That uniform 
parcel post size and weight limit of 70 pounds by 100 combined 
inches would again serve the best interests of our people. 

Thank you, Mr. Chairman. 

The Cuarrman. We certainly appreciate your coming before us 
and giving this information. 

Are there any questions / 
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Senator Martin. No questions, except it is a very good study. 
Under Public Law 199, of course, we realize that Congress has re- 
quired that class four mail is to be self-supporting. 

Mr. Henverson. I agree. 

The Cuatrman. Are there any other questions? 

(There was no response. ) 

The Cuarmman. We certainly thank you for coming. 

I believe that is the last witness for today, so we will recess until 
the call of the chair. 

(Whereupon, at 12:00 o’clock, the subcommittee was adjourned, to 
reconvene subject to the call of the chairman.) 
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WEDNESDAY, MAY 8, 1957 


Untrep Srates SENATE, 
CommiTree on Post Orrice AnD Civit SERVICE, 
SUBCOMMITTEE ON Posrat Poticy, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10 a. m., in room 135, 
ee Office Building, Washington, D. C., Hon. Olin D. Johnston, 
presiding. 

ae. Senators Johnston (chairman of the committee), Scott, 
Neuberger, and Carlson. 

Also present : Mr. H. W. Brawley, executive director. 

The Cuarrman. The committee will be in order. 

We will now hear Mr. Robert E. MacNeal, president, The Curtis 
Publishing Co. 

Senator Carlson, will you take over? 

Senator Carson (presiding). Mr. MacNeal, we are happy to have 
you this morning. f know you have spent a lot of time on this 
problem. 

Will you proceed ? 


STATEMENT OF ROBERT E. MacNEAL, PRESIDENT, THE CURTIS 
PUBLISHING CO. 


Mr. MacNeau. Mr. Chairman and members of the committee, my 
name is Robert MacNeal. I am president of the Curtis Publishing 
Co., by whom I have been employed for over 33 years. Our company 
publishes the Saturday Evening Post, Ladies’ Home Journal, Hol- 
iday, and Jack and Jill magazines, having a combined total circulation 
of some 12 million copies, of which about two-thirds are distributed 
through the mails. 

Your invitation, which I sincerely appreciate, was to present my 
views on postal policy and therefore my testimony will of course be 
directed to that subject. But may I say for the record—as I did last 
year—our company is now and always has been willing to bear its fair 
share of postal costs. 

It seems to me that a clear and well-implemented statement of pol- 
icy is not only a necessary prerequisite to determining what consti- 
tutes a fair share of costs for any user of the mails, but is also the only 
sure way to preserve our postal system as we now know it. I have 
read with considerable dismay much of the testimony given before 
congressional committees in the past year or so, because I believe some 
of the more fundamental facts are becoming distorted and obscured, 

First of all, we have a great postal system and that fact is no acci- 
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dent. It has been built up over many, many years by wise legislation, 
loyal employees and dedicated management. Let us not in the heat of 
argument forget that we still have all three of those things, or that we 
are all ultimately responsible to the true owners of this enterprise— 
the public. Before we attempt to rewrite the rule book or change all 
the price tags we ought to be sure we have clearly defined our objective, 
and that both we and the public really want to live with that objective 

for a long time to come. Our postal system may, like our democracy, 
creak and groan occasionally but it is still a mighty fine machine. Be- 
= we decide where we are going, let’s take a look at where we’ve 

n. 

Little over a century ago we had a flourishing private enterprise 
postal system operating between our major cities, handling nearly 10 
times as many letters as the Government system, and often at lower 
orices. Prepayment of postage was considered a gracious gesture 
by some, a reckless extravagance by others, indicating that the 1 recipi- 
ent was considered the real beneficiary of the postal service, a fact 
worth remembering. It is also significant that only by enforcing a 
monopoly could the Government secure sufficient revenue to enable 
them to extend service to unprofitable areas. The same is true today. 

Senator Cartson. At that point I think it would be interesting to get 
in the record a little of the background of the private concerns that 
were handling the mail at that time. There are very few people I 
think at the present time that realize that at one time we did have 
a little competition. 

Mr. MacNrat. Senator, we had a great deal of competition and there 
were a great many companies engaged in that business. The record 
is a rather lengthy one. I introduced some of that material in my 
testimony before the House Committee last year. I would be glad to 
supply whatever this committee thinks appropriate. 

Senator Carson. I think for the future, and for the record, if you 
would get a short synopsis of some kind or have Mr. Brawley pick it 
up, get it from the House hearings, we should put it in this record. 
Very few people realize that we had some competition in this field. I 
think it would be helpful. 

Mr. MacNeat. I should be happy to do that. Thank you for the 
suggestion. 

(The information referred to above follows:) 


Excerpt From STATEMENT OF Rospert EF, MACNEAL, BEFORE THE HOUSE Post 
OFFICE AND Civit SERVICE COMMITTEE, APRIL 10, 1956 


The first known postal systems were established for the use of Government 
and the military, not for the private citizen. People wealthy and powerful 
enough sent messengers of their own, while others entrusted their letters to 
merchants or travelers. The later practice shows that the principle of rates 
based on increment costs is thousands of years old, and has stood the test of 
time. 

When Government extended the use of the mails to private citizens, it had 
three basic reasons: (a) To ensure official control of censorship, (b) the search 
for additional sources of revenue, and (c) the wish to provide an efficient serv- 
ice of benefit to the general public. In our times, censorship has been an active 
consideration only during wartime, but the other two reasons are matters of 
active concern today. 

Since much of our postal system was originally patterned on the English 
System, we are able to look there for explanation of many developments. In 
1951 a proclamation by Queen Elizabeth prohibited carriage of letters to and 
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from “the Countreys beyond the seas” except by messengers duly authorized 
by the masters of the post. And in 1609 James I extended this prohibition to 
inland as well as foreign mail. These acts set the stage for our present 
Government monopoly on first-class mail. 

Cromwell’s Post Office Act of 1657 stresses the mail’s importance in pro- 
moting trade, a point of view which eventually led to our third and fourth 
classes of mail. 

In 1635 Thomas Witherings, authorized to reorganize the British postal sys- 
tem, proposed to make it self-supporting instead of a charge to the Crown. 
Three hundred and thirty years later we find our own Postmaster General 
struggling with the same problem. The rates Witherings established were based 
on a “single letter,” which actually meant a single sheet of paper and weighted 
about % 0oz.—a basic postal weight unit which survived for two or three hun- 
dred years. The rates were sealed from twopence (4¢) to ninepence (18¢) 
per letter under a zoning system based on mileage over main routes, and 
charged an extra twopence for delivery to branches. These items are not mere 
curiosa, they provide a background essential to understanding of the principles 
upon which our present rate structure is based. 

Two items from that era have particular significance for us. The privately 
operated London Penny Post made 10 or 12 daily deliveries in business centers, 
4 to 8 in the greater part of London, and for an extra penny made daily 
deliveries to places 10 or 15 miles from London; but it all ended when the 
Government monopoly cracked down. During much of the 19th century, the 
United States Post Office was also fighting to abolish private delivery services 
for a very obvious reason. Private enterprises limited their delivery services 
to profitable areas, and government needed these revenues to offset the losses 
created by its policy of extending mail service to unprofitable areas. In fact, 
in 1847 the Postmaster General complained that: “Private expresses still con- 
tinue to be run between the principal cities, and seriously affect the revenues of 
the Department, from the want of adequate powers of suppression.” 

In intracity service, the privately operated delivery services such as Boyd’s 
City Express were so effective that, according to an article by Pliny Miles 
published in 1855, when New York City’s population was about a half-million 
persons, the 2 largest services were handling 9 million pieces of local mail per 
year compared with the Government’s 1 million; 1 service having over 2,500 
receiving boxes in the city. Although their prices were lower, the private de- 
livery services obviously were profitable, and Boyd’s had plenty of competition. 
Some, such as Depuy and Schenck, and Post Office Despatch were operated by 
ex-Government carriers, and in 1847 when the Chatham Square branch post 
office closed for insufficient revenue, an ex-employee named Aaron Swartz re- 
opened it as a privately operated service, charged 2 cents per letter (later re- 
duced to 1 cent) for delivery, and made out well enough to buy out John 
Bouton’s City Despatch the following year. 

The act of 1845 had closed legal loopholes to private operation on “post 
roads” and fixed the rate for one-half ounce at 5 cents up to 300 miles and 10 
cents for longer distances, with a 2-cent rate for drop letters. However, the 
question whether city streets were legally “post roads” enabled the local 
services to continue for many years afterward. 

In the middle 1830’s many private parcel and mail carriers were successfully 
competing at lower than Government rates and it took the law to drive them 
out of business. In the 1840’s prepayment of postage was considered a gracious 
gesture by some, and a reckless extravagance by others, but prepayment was not 
made compulsory until 1847. Furthermore, in the early 1850’s various com- 
petitors including the Government sometimes carried letters from boxes to the 
post office free or for as little as 1 cent, but there was still a 2-cent charge 
for delivery to the addressee. It seems to me these facts show clearly that the 
recipient of the mail was considered to be the principal beneficiary of postal 
service. Zachary Taylor, in his campaign for the Presidency in 1848, advocated 
a 5-cent postal rate regardless of distance, and a more complete Government 


monopoly ; a further example of the trend to more service for less revenue in the 
interest of general public welfare. 


Mr. MacNeat. It is necessary to mention rates at this point to 
illustrate policy. The purchasing power of the dollar was then per- 
haps 5 times what it is today and postage for a letter was 5 cents for 
one-half ounce up to 300 miles—or 10 cents for longer distances. 
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Every change from than on was a reduction leading to the 2 cents for 
1-ounce rate which lasted, except for a couple war years, for 47 years 
until 1932. 

These changes were obviously an intentional sacrifice of revenue per 
— to induce greater use of the mails, as a matter of public policy. 

t was during the latter part of this period, in 1879, that second-class 
rates as we now know them were established for periodical publica- 
tions— 
published for the dissemination of information of a public character, or devoted 
to literature, the sciences, arts, or some special industry. 

The preferential rates thus established, the definition of purpose of 
the suiiestions so aided, and the atmosphere in which these rates 
were adopted by the Congress, were a clear expression of intent to 
foster development of this industry for the public welfare. 

It is also abundantly clear that the ultimate beneficiary of such de- 
velopment, and such sacrifice of revenue, is the general public. To 
hold that such benefits should not be paid for by all users of the 
mails, but only by those users who originate mail, would be to argue 
that only those bh have young children should pay school taxes. 

Surely we all expect to pay our share for maintenance of our fire 
and police departments, our courts, our hospitals and welfare services 
whether or not we intend to use them personally. Most public utilities 
such as gas, electricity or telephone, charge a higher unit price to 
those who make minimal use of the service, but there is always a 
minimum charge for merely making the service available. 

Our one truly universal service, our Post Office Department, is 
well-qualified to receive the equivalent of a small annual amount per 
capita for keeping this enormous, complex, and costly system in 
constant readiness to serve each and every person in our country. 

I do not suggest that this amount be limited to the public welfare 
items, many of which are so well identified in the report of the 
Citizens Advisory Council to your committee, to which I shall refer 
later in more detail. 

Too often overlooked is the fact that what started as a concession 
in postal rates has become an enormous source of revenue to the 
Government. A single issue of today’s magazines totals about 170 
million copies—1 for every man, woman, and child in the United 
States. Magazines last year carried about $750 million of advertising, 
which not only pays 2 or 3 times higher postage rates than editorial 
matter, it generates an enormous amount of tax revenue for the 
Government. 

For example, the advertising cost of five leading brands of ciga- 
rettes ranges from one-fifth to one-half cent per pack. In Pennsyl- 
vania the tax is 5 cents per pack, plus the Federal excise tax of 8 cents 
per pack, or a total of 13 cents, which is about 35 times as much tax 
revenue as advertising cost. 

In fact, some tobacco companies also pay more than twice as much 
in Federal and State corporate income taxes as they pay for adver- 
tising. 

As another example, the average advertising cost for 6 leading 
makes of automobiles is estimated as ranging from $18 to $85 per car, 
compared with Federal excise and State or local sales taxes of about 
$200 to $250 per car. This tax-producing ability of advertising 
should be carefully considered in formulating postal policy. 
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Senator Cartson. Mr. MacNeal, you are talking about advertising. 
Does this advertising that you specifically mention apply only to 
magazines and newspapers ? 

Mr. MacNrat. That is advertising of all types. 

Senator Cartson. Thank you. 

Mr. MacNerat. The truly national quality of magazines is not 
unique among communications media, it also has many hidden costs 
for services rendered to the public. For example, in 1945 our com- 
pany changed 1,275,000 addresses in accordance with subscriber re- 
quests. In 1950 the number had risen to 1,550,000 or 18.5 percent of 
our subscriptions. In 1955 we had 2,025,000 address changes—exclud- 
ing Better Farming—which represented 26 percent of our subscrip- 
tions. We receive no compensation for this service, and I know of no 
other medium which so loyally accompanies each family to its new 
home, wherever it may be. 

Those responsible for the creation, operation, and development of 
our postal system have always been not only aware of the need for 
additional revenues, but also aware of the dangers of getting such 
revenues at the expense of the general welfare. It therefore seems 
reasonable to suppose that when third-class mail was established in 
its present form, it was recognized as a source of incremental revenue 
as well as a service to the public, as the various rates within this class 
would seem to indicate. 

The granting of bulk rates in 1928, the first major change since 
third-class was established in 1879, recognized both the business build- 
ing possibilities and the services to be performed by the mailer instead 
of by the Post Office. Previous testimony indicates that direct mail 
advertising accounts for the sale of goods and services well beyond 
$15 billion annually. We all know that nobody can do $15 billion 
worth of business these days and not pay a whale of a lot of taxes. 

The post office has, through the wise policies adopted by the Con- 
gress, become so essential a part of our American business structure 
that whatever the post office does may well find itself reflected a hun- 
dredfold in our entire economic structure. Therefore, I believe it is 
obsolutely imperative that a clear statement of Congress’ policy with 
respect to the purposes, service, and rate structures of the post office, 
precede any further adjustment of rates. 

With your permission, I would like to comment on the various find- 
ings of the postal rate policy proposed in title IT of S. 1534. 

Section 202 (1) reads: 

The postal establishment was created to unite more closely the American 
people, to promote the general welfare, and to advance the national economy. 

I cannot bring myself to believe that the author of those words, or any 
Member of Congress, or any post office official, would qualify that 
statement by adding the phrase “but only on a break-even basis.” 

Do we want those words to have a price tag on them? Surely not. 

Section 202 (2) reads in part: 

The postal establishment has been extended and enlarged through the years 
into a nationwide network of services and facilities for the communication of 
intelligence, the dissemination of information, the advancement of education and 
culture. 

I see nothing in these words to infer that if one is successful, and 
achieves large growth, in the fulfillment of such services to the public, 
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he should be penalized for the success of his efforts. Yet the burden 
of so-called “deficits” arising from generously low rates to smaller 
publications are apparently now to be thrust upon the more successful 
users of second-class mail, instead of being borne by the donor of the 
concession—the general public. 

As an individual and corporate taxpayer I strongly favor contin- 
uance of the encouragement offered by those low rates, and am per- 
fectly willing as such to bear my share of their cost. However, as a 
user of second-class mail I believe that raising my rates to pay the 
cost of lowering other second-class rates is inequitable and unsound. 
Postal policy should make the full true cost of such concessions charge- 
able to general tax revenues. 

Section 202 (3) reads: 


The development and expansion of these several elements of postal service, un- 
der authorization by the Congress, have been the impelling force in the origin 
and growth of many and varied business, commercial, and industrial enter- 
prises which contribute materially to the national economy and the public welfare 
and which depend upon the continuance of these elements of postal service. 


I believe this paragraph might well go on to say: 


And it has been the policy of the Congress to continue the encouragement of 
such origin and growth in the public interest. 


Section 202 (4) reads in part: 

Historically and as a matter of public policy there have evolved, in the opera- 
tions of the postal establishment authorized by the Congress, certain recognized 
and accepted relationships among the several classes of mail. 

In my opinion this sentence should read “* * * among and within 
the several classes of mail.” Only by separating concessions within a 
class from a class as a whole, can the true ratio of cost versus revenue 
be established. 

Section 202 (5) reads: 

Thhe postal establishment should be operated in a businesslike manner 
clearly is not a commercial enterprise conducted for profit and it would be an 
unfair burden upon users of the mails to compel them to underwrite those ex- 
penses incurred by the postal establishment which are not related to the postal 
services they receive. 

The Post Office should be operated on sound business principles, 
with methods and equipment to match. Its business is service to the 
public for their welfare. The elements of business, service, and wel- 
fare are not only not in conflict, it is absolutely essential that they be 
considered interdependent. Rising costs cannot be ignored and cer- 
tainly the Post Office has not been exempt from the forces and effects 
of inflation. Further, the Post Office volume has grown enormously. 

Private enterprise has found from experience that the substantial 
sums they spend annually on research, engineering, and development 
are not only self-liquidating through creation of economies, they low- 
er unit costs and facilitate improved service. The Post Office has 
made a valiant start in this direction, but the amounts shown in the 
1958 budget—$1,744,000 for 1956; $2,902,000 for 1957; and $4,907,000 
for 1958—are woefully small by comparison with the $3 billion size of 
the operation affected. It seems essential that a statement of policy 
make clear that adequate provision for these items so essential to both 
lowered unit costs and improved service, shall be regularly included in 
the funds provided for operation of the Post Office Department. 
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Section 202 (6) reads: 


Notwithstanding the need for all users of the mails to be informed with 
reasonable certainty of the postal rates and fees which will be imposed upon 
them, the Congress heretofore has not laid down a firm policy—except for fourth- 
class mail and certain special services authorized by law—with respect to the 
identification and evaluation of those services rendered by the postal establish- 
ment in whole or in part for the benefit of the general public and those services 


which inure in whole or in part to the benefit of certain users of the mails; 
and * * *, 


Section 202 (7) reads: 


the public interest and the increasing complexity of the social and economic 
fabric of the Nation require an immediate, clear, and affirmative declaration of 
congressional policy for the creation and maintenance of a sound and equitable 
postal-rate structure which will assure efficient service, produce adequate postal 
revenues, and stand the test of time. 

No such policy will serve the intended purpose or stand the test of 
time if it ignores the value of the service rendered to the public by the 
users of the mail. Carrying the mail is not an end in itself—it is 
only a means to an end, and what is in the mail is what really matters 
most. Any policy which creates or permits a rate structure which 
makes uneconomic, and therefore drives from the mails, material 
which truly serves the public welfare, would thereby defeat the very 
purpose of having a policy. 

Section 203 (b) (1) reads: 
to provide a more stable basis for the postal-rate structure through the estab- 


lishment of general principles, standards, and related requirements with respect 
to the determination and allocation of postal revenues and expenses. 


On March 21, 1957, before your committee the Postmaster General 


said he would like to make a positive statement on the question of a 
permanent congressional policy on postage rates and outline what he 
believed such a policy should be. He then quoted from a document 
issued by his Department on March 31, 1954, which specified as No. 1 
among its proposals: 


That the Post Office Department is fundamentally a public utility serving 
the people of the United States, managed and operated by the Government as 
a communication and transportation system, and that the total cost of these 
services should be paid by the users and not from general taxation. 


Although proposal No. 4 of that document says: 


* * * that subsidies intended by the Congress shall be clearly identified, so 
that their amounts can be reimbursed to the Post Office and reviewed regularly 
in the appropriations process, * * *. 
the attitude toward the matter is rather clearly indicated by the 
Postmaster General’s earlier statement on that same day, when he 
said: 

It is my conviction that the present urgent necessity for greater revenues for 
the postal service transcends even the need for a long-range policy, * * *. 

The Cuatrman (presiding). He has changed the policy a little bit 
with regard to franking airmail. And has been taken out since then. 
Is that true? 

Mr. MacNerat. I refer to that later in this presentation, Mr. Chair- 
man. 

The Cuarrman. That shows that he believes that something should 
be done along the line of policy, doesn’t it? 

Mr. MacNrat. It would seem to indicate that, yes, sir. 
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The Carman. But anyone who is familiar with the Post Office 
knows that that is only one step in the right direction. 

Mr. MacNzat. It is a major step as far as policy is concerned. It 
is not a large step dollarwise in comparison with the steps remaining 
yet to be taken, in my opinion. 

The Cuarrman. I agree with you in that. 

Mr. MacNeat. Thank you, sir. 

May I respectfully suggest that this approach—referring to the 
Postmaster limes statement—fails to recognize that no money is 
actually saved by shifting a burden from one taxpayer pocket to an- 
other. The people who use the mails are the taxpayers. 

The Cuarmrman. And for the information of the public, the Post- 
master General comes before the committee each year and asks for the 
amount of money he thinks that is necessary to efficiently run the 
Post Office. Then when he receives that, of course the money that is 
received from revenue from stamps goes into the general fund each 
year. The public may not know that. That goes in just as any other 
taxes into the general fund, just like the Department of Agriculture; 
if they have any revenue coming in, it goes to the general fund. But 
the balance is paid out of the general tax fund to run it efficiently. 

Mr. MacNrat. That is a very good comparison. I think it should 
be noted that the income of the Post Office Department is very much 
higher in terms of its percentage of total expenses than other depart- 
ments. 

The Cuarrman. It pays its way in the neighborhood of 85 percent. 
There is about a 15, 16, or 17 percent deficit. It is not as Suis as 
some people think, when you take into consideration that they do ap- 
proximately, year in and year out, approximately a $3 billion business. 

Will you proceed ? 

Mr. MacNwat. The businesses who use the mails are the taxpayers. 
The people who use the products and services sold or delivered 
through the mails are the taxpayers. 

In 1956, individuals—$35,334,000,000—and corporations—$21,299,- 
000,000—paid in income taxes $56,633,000,000 or about 83 percent of 
the total Federal receipts, $68,165,000,000. There are about 45 million 
families in this country, a labor force of 70 million, and 90,288,000 
income-tax returns were filed in 1956. Who is it that doesn’t use the 
Post Office ? 

The best example of the illusory nature of some of the savings to 
taxpayers is found in such items as franked mail, $2,076,000 in 1956; 
penalty and official mail, $32,426,000 in 1956; and the subsidy element 
of airmail transportation, $12,308,000 in 1955. 

Mr. Chairman, may I point out that I have used two 1956 figures 
and one 1955 figure because that was all that I had available to me 
at the time I prepared this report. 

The Cuamman. We realize that you are always about a year behind 
in getting those. 

Mr. MacNrat. Formerly, the $46,810,000 represented by the sum 
of these three items would have been part of the so-called deficit and 
therefore presumably a burden on the taxpayer. However, by charg- 
ing the airmail subsidy to the CAB, and by transferring the franked, 
penalty, and official mail charges to other departments, the deficit is 
lowered, but the taxpayer pays them just the same. On the other 
hand, levying the same charges against the taxpayer indirectly 
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through the medium of unrealistic postal rate changes, would have 
worked real harm to him to the extent that it reduced tax receipts on 
business, lowered employment opportunities or priced goods or serv- 
ices out of the market. 

‘Applying this principle on a broad basis, it is obvious that closer 
examination of the so-called deficit was in order, and the citizens ad- 
visory council to this committee disclosed some very startling infor- 
mation in its February 26, 1957, report. 

In addition to many hidden costs which it did not attempt to evalu- 
ate, the council indicated that at least $392 million of postal costs 
were for public-welfare expenditures and, therefore, quite properly 
chargeable against general tax revenues. 

Several items in the Deputy Postmaster General’s analysis of the 
council’s report are worthy of special attention. Whether the deficit 
should have been stated as $362 million or $651 million is apparently 
a question of what information was available to the council when its 
report was prepared. Personally, I have been using the 1955 cost 
ascertainment report—except for a few items from the 1958 budget— 
because it is the latest report I have. The controversy as to whether 
the public-welfare items total $392 million or only $30 million seems 
a far more serious difference of opinion. For example: 

First, Mr. Stans’ explanation of the $9.3 million item for custodial 
services certainly seems logical and fair. Since the Department either 
is receiving or plans to ask for reimbursement for the remaining $3.1 
million items on page 14 of the report, there can be little doubt of 
their public-welfare status. 

Second, the $13.3 million for free-in-county newspapers is the allo- 
cated cost no matter what rate might have been charged for it. To 
link it with some other concession, therefore, seems unrealistic. Sim- 
ilarly, the fact that a later law prov ided reimbursement for the $1.8 
million free registered mail for Civernitidict agencies merely confirms 
the council’s position, and the $800,000 for free mail for the blind was 
not challenged. Therefore, the entire claim made by the council re- 
port on page 16 seems justified. 

The Cuarrman. When you speak of free-in-county newspapers, that 
has been going on from time immemorial. 

Mr. MacNegat. That has been going on for a great many years, Mr. 
Chairman. I think that the question of the public welfare i is not to 
be resolved by the comparisons of two preferential rates. It is to be 
shown by the actual cost of rendering a public service which the Con- 
gress intended should be rendered at the costs which are now involved. 

The Cuarrman. Isn’t that given because they want the people to 
keep informed about our Government and our way of life here in 
America ? 

Mr. MacNeat. I am sure that it is given for that and other impor- 
tant reasons that would still be valid to the Congress if they had such a 
proposal under consideration today. 

The Cuarman. It also stimulates industry and brings in additional 
revenue. 

Mr. MacNeat. It does indeed. 

Third, on page 18 the amount is challenged, not as to its public- 
welfare status but as to amount. This challenge is again based on 
comparison of two preferential rates established by “congressional 
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policy and the net effect of this testimony seems to me to raise the 
amount from 60.5 to 66.1 million dollars by identifying an includible 
item not in the council’s report. 

There are other items on which there are equally divergent opinions, 
but those I have mentioned serve to illustrate why I strongly recom- 
mend further careful study of the council’s report, as a document 
which could point the way toward solution of much of the current 
problem, as well as have a very important bearing on the formation 
and implementation of long-range postal policy. In fact, I believe 
that the issues raised by the council’s report must be resolved in order 
to arrive at a sound postal policy. In this connection, it is most en- 
couraging that Mr. Stans said he did not believe there is any difference 
between himself and the council, except one of degree, and that it is 
the measurement of the items on which he and they disagree. Also, 
that he agrees there are public-welfare items in the Post Office De- 
parement which should not be charged to the business or private users 
of the mails, and that he thinks those welfare items should be charged 
against the general funds of the Treasury and recognized as such. 

With this fine evidence of willingness to cooperate, what then is the 
real source of strife. In my opinion it stems largely from a difference 
of opinion as to the purpose and interpretation of the cost ascertain- 
ment report. As far as I am aware there is general agreement that 
this is a carefully prepared document, arithmetically accruate, that 
is neither intended nor suitable for ratemaking purposes. Yet because 
there is almost no other source for detailed postal information, data 
from it is widely used even by those who oppose it. Its real danger 
is in what it does not do, and in some instances probably cannot do. 

For example, it is on a pro rata rather than an incremental basis 
of cost accounting, yet every class of mail contains rates established 
by the Congress on an incremental basis. Perhaps the real reason it 
is not on an incremental basis is that no detailed and implemented 
policy statement has ever been adopted, enabling the creation of a 
cost ascertainment system truly reflecting congressional policy. 

The adoption of such a policy would pave the way to elimination 
of the “deficit” terminology which has caused so much harm. Surely 
the Post Office employees do not like to be looked upon as the source 
of huge deficits over which they have no control, and it must just as 
surely hurt morals. It has also spread to the question of proper com- 
pensation for postal employees, which must harm both morale and 
recruitment. It has certainly hurt the relationship of publishers with 
their readers and advertisers. 

One way to visualize the magnificent job done by our postal system 
is to think of it in terms of time as well as money. The average 
salary of the operating staff, including clerks, mail carriers, mail 
handlers, etc., is about $2.16 per hour. That comes to 3.6 cents per 
minute compared with the 4.9 cents average cost for handling a piece 
of mail—1955. In other words, its costs the equivalent of only 80 sec- 
onds of 1 man’s time to handle the multitude of operations and pay the 
transportation for a single average piece of mail. I hope you will 
forgive me if I also point out that a one-eighth cent minimum pays for 
only 2 seconds. 

May I say in closing that our country should have, and I sincerely 
believe our Post Office Department wants and will do its best to create 
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and maintain, the finest postal system in the world—that the users of 
the mails are willing to pay their fair share of costs determined on an 
equitable basis—that the public will benefit greatly and permanently 
by the creation, adoption and implementation of a long-range policy 
by the Congress in order to make these things possible. 

Such a policy should, in my opinion, include recognition of three 
basic premises: 

1. xi mail consists essentially of two categories: (a) primary (or 
letter) mail; and (6)secondary mail of other classes which produce 
supplemental benefits and revenues, and incur supplemental expenses. 

Therefore, cost ascertainment accounting should be on an incre- 
mental rather than a pro rata basis. 

®. Public welfare elements are present in both categories and in 
rates within each category, and the costs for such welfare elements 
should be charged against general tax revenues. 

3. The recipient of mail is a principal beneficiary of our postal 
system and therefore postal expenses may properly be charged partly 
to such beneficiaries through taxes, and partly to originators of mail 
through appropriate postal rate structures. 

I am most orateful to you, Mr. Chairman, and to your committee, 
for the privilege of presenting my views to you at this time. 

The Cuarrman. Mr. MacNeal, we certainly appreciate your com- 
ing before us and giving us your valued information. We know 
that you know whereof you speak. For that reason it comes to us as 
well worthwhile. 

Senator Cartson. Mr. Chairman, I appreciate very much this 
splendid statement. It is statements like this that are very helpful 
to members of the committee and to Congress. 

As I understand your statement, you recommend or suggest at least 
that the Congress determine a postal policy which would take a cer- 
tain percentage of the costs of the operation of the postal department 
as a public service; and secondly, that you are not opposed to some 
increase 1n rates. 

Mr. MacNrat. I am in agreement with the first portion of your 
statement, but I do not believe that the question of increase in rates 
can properly be determined until the first portion of your premise has 
been carried out, because it will not be known until then whether 
such increases are justified within any particular class or category 
within that class, and whether or not the classes that might have in- 
creases are now paying their way, and should have any particular 
percentage of increase. 

All those things would have to be determined only after the policy 
made such determination possible. 

Senator Cartson. Mr. MacNeal, as one member of this committee 
I am going to make every effort to determine as far as I can in this 
committee what percentage or what portion of the present cost of 
operations are public service. I hope that the committee can write 
some legislation along that line. Then I think you would have to 
agree, if we come up with some thought that the entire amount of the 
co is not public service, that there should be some increase in 
rates. 

Would you agree with that? 

Mr. MacNerat. If the determination of policy indicates that con- 
clusion, we should be quite happy to bear our fair share of such costs, 
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whether that involves an increase or not. All we ask is that policy 
be determined first, so that the rate structure which arises out of 
that policy will be based on the premises which Congress originally 
intended for the whole postal system. We believe that the present 
approach of raising rates first and then determining whether or not 
such increase in rates for any particular class of mail should have 
been adopted is the wrong way to approach it. It is like determ- 
ining the length of a jail sentence before you determine whether the 
defendant has committed a crime. I don’t believe that is the basis 
on which this committee or Congress ever intended to proceed. 

Senator Cartson. Mr. Chairman, I am in accord with that state- 
ment and that is what I hope we can do in this session. 

The Cuarman, I think your line of thought is something like 
this: If we have say 16 or 17 percent deficit now—using those figures 
for purposes of illustration—and we from our investigation find that 
10 percent is for service to the general public and not just for the 
post office, then probably 6 or 7 percent should be made up in some 
manner by increased rates. And the committee, of course, will have 
to study just where those increased rates would be best fitted in to 
do justice to the whole situation. 

I think that is what your belief is, something along that line. 

Mr. MacNezat. If I may refer to the report of the Citizens Advisory 
Council, if their premises are correct, and from my limited knowl- 
edge of the matters involved there they would seem to be correct, 
there are then some $392 million of public-welfare costs compared 
with so-called deficit of $362 million, and if that premise were to be 
adopted rigidly it would mean that you would faced with the 
problem of giving $30 million back to the users of the mail. If the 
public-welfare costs were borne, I would not make such a proposal. 

The Cuarrman. I grant you that that would be so. But here the 
cost has increased and salaries have been increased some. That would 
have to be taken into consideration, too. 

Mr. MacNerat. Yes, indeed. 

The Cuatrman. I see what you are driving at, and I think at the 
same time something should be done. 

Are there any further questions? 

Mr. Brawtey. I would like to ask the witness a question about a 
letter just received by the committee from the Director of the Bureau 
of the Budget. It is a three-page letter that he asked be inserted in 
the record. It is a comment on the Citizen’s Advisory Council re- 
port. The question I have is on his point 6: 

The report fails to consider the effect of large postal deficits on the budget as 
a whole. If the Congress is unwilling to adopt the proposed rate increases for 
1958, for example, the budget surplus of $1.8 billion which the President proposed 
will be reduced by at least one-fourth. 

It has been stated many times that about 80 percent of all mail is 
business mail. Do you have any idea what that percentage may be? 

Mr. MacNeat. I have no data on which to quote such a percentage, 
but I think we must remember that the cost of the increased prices 
of labor, of materials, of transportation, must ultimately be borne 
by exactly the same people whether you bear that through the me- 
dium of taxes or postal rates or job opportunities; and that to avoid 
the payment of a tax which can be equitably distributed, and sub- 
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stitute by that process a postal rate which would destroy business or 
the opportunity for employment or the creation of tax revenues 
larger than the amount of revenue directly received by the Govern- 
ment in postage, would be a very wrong thing and a very unbusiness- 
like thing to do. 

Mr. Braw.ey. But if the statements are true that at least 80 per- 
cent of all mail is business mail, business mail is a tax-deductible 
item, isn’t it? 

Mr. MacNzat. Yes, sir. 

Mr. Braw.iey. Wouldn’t it follow that the $450 million raised 
through increased rates would in turn reduce the tax money coming 
to the. Government by at least half, or over $200 million to $250 
million ¢ 

Mr. MacNeau. Our company’s total tax rate for Federal and State 
taxes is approximately 55 percent. If there were no means to recover 
increased postal rates, that would reduce the earnings of the company 
by 55 percent simply because—that is, it would reduce the area that 
you have described here simply because the reduction in earnings is 
subject to that 55 percent tax rate and the amount the Government 
received in taxes would thereby be reduced by that amount. 

Mr. Brawtey. If that is a tax deductible item, the point I am 
trying to make is that this statement is erroneous. Approving the 
rate bill would not increase the surplus by $400 million. 

Mr. MacNeat. It would not have a beneficial effect on budget to 
the extent that a postal rate increase might be adopted, because it 
would reduce 55 percent of that income in the category of corporate 
taxes in our case, and I assume in some large degree in other business, 
and from individually operated concerns. 

The Cuatrman. Isn’t it also true that in some classes of mail, over 
a term of years, to try to put it all on to take care of the deficit imme- 
diately, you would put a great many people entirely out of business 
and cut off all the source of revenue to the Government ? 

Mr. MacNrat. I think that would be true particularly with respect 
to the smaller businesses and the younger businesses which either do 
not have sufficient capital or the length of time in which to acquire it 
to create a financial cushion for the impact of such a rise. 

The CuarrmMan. In some classes of mail you have to take that into 
consideration. Even though you would increase it you have to put 
it on over a term of years. 

Mr. MacNeat. I think the public welfare certainly requires that 
approach to it, which would avoid destruction of businesses and 
destruction of tax revenues therefrom and capital investment of the 
people who created those businesses and the employment arising out 
of those businesses. 

The Cuairman. Right along that line we have been facing the prob- 
lem in recent years of small businesses, a great many of them, which 
have collapsed and gone into bankruptcy, more so than any other time 
in recent years. And so we are going to have to watch that situation 
at the present time. Isn’t that so? 

Mr. MacNrat. I believe that we have an organization established 
by the Government to foster small business formation and growth. 
I think to undertake to do that on the one hand and to adopt legisla- 
tion on the other hand which would achieve the destruction of many 
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of those small businesses, seems at the very least an illogical thing 
to do. 

The CHatrman. So when you talk about making businesses pay 
their way, unless you know all the facts concerned, it is dangerous 
sometimes just to follow the line of a balanced budget. 

Mr. MacNzat. Mr. Chairman, if I may use a very homely illustra- 
tion, suppose that the engineer of a department store came to the 
owner and said, “I can reduce your fuel bill 25 percent if I seal we 
that great big hole in front of the building,” and the owner sai 
“That is the front door; that is where the customers come in.” And 
the engineer said, “That is the problem of the sales department.” 

Business wouldn’t ridicule that man. They would send him back 
to find the other half of the problem. If you give him enough money 
for research and development he will probably invent a revolving 
door to keep the heat in without keeping the customers out. That is 
a problem of this committee and Congress, to keep customers in 
without creating unnecessary losses. 

The Cuarrman. So-we must remember, in the United States a great 
deal of our business is done through the Post Office Department. 

Mr. MacNrat. It is indeed. 

The Cuatrrman. That being so it is a very delicate Department of 
the Government. In dealing with it we certainly have to be very 
careful in what we do and what we do not do. 

Mr. MacNeat. I thoroughly agree, sir. 

The Cuatrm&n. Are there any other questions ¢ 

Senator Neusercer. I would like to ask a question if I may. 

The Cuatrrman. Please do, Senator. 

Senator Neusercer. Mr. MacNeal, I have listened to most of your 
statement and I have read the part that I have not listened to because 
I arrived a little late and I have to go to another committee at 11 
o’clock. But I would like to ask this general proposition. 

I am very sympathetic to much of the viewpoint that you expressed 
about the Post Office Department being a service department, which 
is true of all other departments, and I also believe that you will agree 
with me in the general proposition that any governmental service 
which somebody receives, and they don’t pay the total cost for, might 
be called a subsidy. I don’t care what that particular Government 
service is. But the thing that puzzles me is this, and this is what 
I don’t understand, and I have never understood this, and maybe you 
can enlighten me on it: I agree in general with the sts itement of the 
magazine publishers that a sweeping rate increase might be detri- 
mental to the dissemination of the information and ‘the editorial 
material which these magazines distribute. 

But I find difficulty in understanding why so many of the maga- 
zines which want what might be called a subsidy—and I don’t think 
a subsidy is necessarily harmful—but why these magazines which 
want a subsidy in terms of mail service are so editorially hostile to 
subsidy for other segments of the population. 

Let me be specific. I have never understood why magazines which 
believe that the post office should not necessarily charge 1 rates which 
cover every single segment of the whole post-office operation, why 
these same magazines are often editorially opposed to, let me say, 
subsidies for farmers, or subsidies for elderly people in the forms of 





— eto 


POSTAL POLICY 211 


old-age assistance, or subsidies for barge lines that operate on canals 
and locks provided by the Government. 

It is my own opinion that much of the difficulty of the magazine 

ublishers, and of some of the newspaper publishers today in the 
orms of their postal rates, is due to the fact that many of these 
magazines and newspapers are so editorially opposed and so edito- 
rially hostile to governmental services for other segments of the 
population which those members of the population don’t completely 
cover the cost of. 

It is my feeling that there ought to be a certain amount of toler- 
ance and live and let live on the part of the publications. I may be 
all wrong on this. 

I have just come back from 2 weeks at home in the State of Oregon. 
A number of people came up to me and said they wanted me to vote 
to increase the mailing rates on the newspapers and magazines, and 
the reason they did was that they are sick and tired of the news- 
papers and magazines that are opposed to a large increase in postal 
rates bemg so opposed to some of the benefits that they themselves 
may receive from the Government. They mentioned some of the 
things that I have itemized such as parity payments, or soil-bank 
payments for farmers, the fact that certain of our inland transporta- 
tion operations use canals and waterways that are paid for to some 
extent through general taxation revenues, the fact that some elderly 
people through no fault of their own, through vicissitudes of life 
that can come to anybody, require some welfare assistance from the 
Government for hospitalization or support. 

I have made a long statement rather than ask a question, but I felt 
I had to make these prefatory remarks. I just wonder why the pub- 
lications which themselves make the very good statement that you 
have made on the post office, most of which I agree with, are so edi- 
torially opposed to subsidies for other segments of the population. 
I have just never understood it and I don’t understand it now. 

Mr. MacNeat. Sir, the reaction that you have described is a very 
natural and human reaction. But I think it would be very wrong 
for us not to consider each one of these things and for our editors 
not to consider each one of these things on its own merits. I think 
it would be quite unsound either in your case or mine to approach 
this on the basis that I won’t object to your subsidy if you don’t 
object to mine. I think that is wrong, fundamentally wrong. 

Our editors are quite free to say whatever they please, regardless 
of its effect on our business policy, as long as what they say is in 
good taste and to the best of their knowledge and belief it ts true. 
I think they have a perfect right to take a position in opposition to 
anything which they think is wrong, and to support anything which 
they think is right, regardless of the effect that it may have on our com- 
pany’s costs. That is the only way in which they are really going to 
remain as they are, top grade editors. 

And I believe that every editor that I have ever known took his 
obligation in that direction very, very seriously and I think that the 
country is far richer for it. 

Senator Nevupercer. Yes and no. Let me say that I believe you 
get a great deal of cynicism in the country when a wide segment of 
the population believes, as I think they believe now, that—I agree 
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with you that our editors should be free and writers should be free 
and as a writer myself of course I feel that way. But there is a wide- 
spread degree of cynicism in the American people when they feel that 
there is a great deal of truth to the old saying, I think it was Martin 
Luther who said it, “It all depends on whose ox is gored.” 

We have that today with the budget. We have Members of the 
Congress who stand up and make a great economy speech on some 
budgetary proposal that doesn’t affect their own State. I am just a 
new Member of the Senate but I have sat and heard that. I thought 
they would be much more effective if they happened to make those 
speeches on segments of the budget that applied to their own States 
a than to the segments that applied to some other Senator’s 

tate. 

There was a great line in the play The Front Page by Ben Hecht, 
in which the city editor said to a cringing reporter standing at his 
desk, “Our paper is going to get that story if it breaks every bone 
in your body.” 

Again I come back to the basic statement that sure, your editors 
are free as they should be, but it is a situation that has a corroding 
effect in my opinion on the prestige of newspapers and magazines 
generally when the American public sees those magazines proposing 
a subsidy—and I don’t shrink from the word. 

As you yourself implied, it is possible to call free education for 
children in the form of the public schools a subsidy for children, but 
nobody would think of relinquishing that or withdrawing it because 
it is so important to the development of our country, and the whole 
future of our country. 

But I think that there is a great deal of mistrust promoted when 
the public feels that their subsidies—and I refer that way to each 
ait group—are opposed to publications which want the Post Office 
to underwrite some of their mailing costs. Maybe I am wrong. I 
have found this myself in this last most recent trip to Oregon. I 
can’t tell you how many people came up to me. More people came 
up to me to ask me to vote for a postal rate. I haven’t had one person 
say, “I don’t want you to vote for a postal increase,” but I have had 
many people say they want me to vote for a postal increase. 

And a number of farm leaders said to me that they are sick and 
tired of being called chiselers and living off of the public and demand- 
ing a handout, by publications which themselves are against Post 
Office rate increases. And they don’t just refer to your magazines. 
That is just something general. They refer to weekly newspapers, 
daily newspapers, magazines and so on. 

I feel that every single governmental service which does not pay 
for itself in terms of collections from the immediate beneficiaries could 
be called a subsidy, if you want to criticize it. Wouldn’t you agree 
with that? 

Mr. MacNeat. Senator, I think I should make clear that I am 
appearing here not in objection to a charge against our company, or a 
rise in our postal rates per se. I am here recommending the adoption 
of a policy before any other change in the postal rate is made, and 
there is a very real distinction between those two things. 

On the case of your original question, as you know our editors have 
many times published statements by authors with whom they thor- 





POSTAL POLICY 213 


oughly disagreed, so much so that they have inserted a box on the 
page saying: 

This statement is not in accord with the editorial views but we are publishing 
it as a public service. 

I think when an editor has that sense of dedication to public service 
and that desire to be fair, that it is not all together in harmony with 
the description that your question would have indicated as to why 
they oppose everybody else’s subsidy and were for their own. 

We are not here appearing for subsidy. Iam here for just one thing: 
The adoption of a sound postal policy which would preserve the postal 
system as it has been built up by the Congress over 100 years, before 
we take the chance of destroying either that system or any part of it, 
or a part of our fundamental business structure built on it by the 
adoption of postal rate changes prior to the adoption of such a policy. 

Senator Neusercer. I understand that, and peor your statement. 
But the point still basically is this, is it not, that you oppose—and I 
think very probably rightly so—a post office policy which would col- 
lect from each group of users the full and total cost of distributing 
their material ? 

Mr. MacNeat. I respectfully disagree, Senator. 

Senator Nevsercer. Then you favor such a policy ? 

Mr. MacNeat. You have asked me am I going to stop beating my 
wife ? 

Senator Nrupercer. No. It would seem to me, though, that you 
either favor it or oppose it. 

Mr. MacNeat. That is not a question that can be answered “Yes” 
or “No” and answered accurately. I think that there are some services 
which can and should pay their own way. I think there are other 
services which are created in the first place as a public service and 
which perhaps cannot pay their own way and continue. Therefore, 
the Congress must decide whether it will eliminate that service by 
charging its full price, or whether it will continue by giving it a price 
concession, 

In those cases I think that it is a decision for the Congress to make 
whether it wishes to render such a service, and if so, I think that a very 
wrong decision would be what has been suggested in the past, to levy 
the cost of that service against some other user of the mail, singling 
out that user of the mail to bear the burden. If it is a public welfare 
item, the taxpayer should pay it. 

Senator Neupercer. [ still don’t understand, though, your position 
on the general proposition of distributing newspapers and magazines. 
Do you think that they should pay the full total cost of distributing 
that material or not? 

Mr. MacNrat. Well, sir, if I may use a specific illustration, if you 
have a free incounty service which was intended to bring news of the 
world and things which the people who receive that service will be 
better citizens by knowing, if you intend to render that service at no 
cost or at less than its real cost, I think that is a public welfare item 
and I don’t believe that you ought to single out some other user of the 
postal system and levy that charge against him. I don’t see what 
justice there would be in that. 

Senator Neusercer. What about the distribution of magazines? 
Do you think that they should bear the full cost of distributing that, 
or do you think part of it should be allocated as a general service? 
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Mr. MacNeat. I believe that to the extent that the Congress feels 
that they render a public service over and above the value that they 
have as commercial enterprises, the Congress has a perfect right and 
can in propriety make a cost concession there to them to foster that, 
and that that was the basis on which second-class mail was established 
in the first place, and historically has been so treated by the Congress. 

If the Congress intends to withdraw that privilege and to. stop 
fostering that “development, then I think it should be so clearly stated 
in the policy. I don’t think that it should be accomplished by the 
mere change of a postal rate structure. 

Senator Neupercer. And if it were done by the statement of a 
policy, let’s just say it were done that way, would you have any ob- 
jection to it? If it were decided by the Congress that it was unwise 
for general taxation to bear any of the costs of distributing news- 
papers or magazines, and this became a policy of the Congress and of 
the President, you then would have no objection to such ¢ 

Mr. MacNeat. I would want the rate so established under that 
policy to be determined on a true cost basis for that service. And if 
the Congress then decided that we should be put out of business, I 
would have no alternative except to present my views, and in the 
absence of their acceptance I would have to accept the will of the 
Congress. We all do. 

Senator Neupercer. Would the magazines be put out of business if 
there were a rate increase which reflected the total cost of distributing 
them ? 

Mr. MacNerat. Since we don’t know what the total cost is, I can’t 
answer your question, because 

Senator Neusercer. But you said if the Congress decided that it 
should be put out of business. I wondered on what you predicated 
that statement ? 

Mr. MacNreat. If the Congress should adopt an unrealistic rate 
structure that required us to charge more for our magazines than the 
customers would pay us, that would automatically put us out of 
business. 

Senator Neupercer. I would think that would be unfortunate if 
any publication, regardless of its editorial views or the people whom 
it is supposed to reach, as long as it conformed to the laws of this 
country, were put out of business because of any postal rate increase. 
I agree with you completely on that. The only thing I wanted to 
establish was your general view as to the extent to whic +h there should 
be support of this distribution out of general taxation. 

I want to make this clear: I don’t object to such a policy. But we 
are in a situation in this country today, at least I see it reflected in 
my mail, with a great deal of hysteria over the budget. The Post- 
master General says that part of the cost of the budget i is reflected in 
the fact that there has to be money taken out of general taxation to 
operate the Post Office Department rather than being collected in the 
postal revenues. We in Congress have to cope with a great deal of 
this hysterical mail. Much I think comes from people who have been 
influenced by a lot of propaganda rather than information. To that 
degree we need assistance from the publishers in shedding light on 
this, rather than heat. 
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As I say, I think the whole size of the budget is compounded of 
many, many subsidies, not just a postal users but to all kinds of 
groups. I hope we can have some information on it. 

I found when I went home that many people were so confused 
about this propaganda over the budget, and the size of the budget, and 
what went to make it up, that it disturbed me. I think we need some 
assistance from the publishers in disseminating information. 

Mr. MacNeat. Senator, there are a great many things that people 

say, and I shall always assume that they say them in good faith, which 
are quite misleading and create a great deal of that sentiment. I will 
give you an example out of the testimony that was given before a 
House committee last year. 

The statement was made that we in Curtis had increased the adver- 
tising price of the Saturday Evening Post over 54 percent in just a 
very “few years. If you will examine the record you will find that 
since 1942, when the S Saturday Evening Post sold for a nickel, it has 
gone up now 200 percent, to 15 cents. But the advertising price has 
gone up just 25 percent, if you allow for advertising discounts which 
were installed in the interim. 

On the Ladies’ Home Journal, which in 1942 sold for 10 cents a 
copy, and now sells for 35 cents, we have levied those increases against 
the readers. They have paid them. 

The price of advertising has gone up in that 15-year period, the 
price today is just 10 percent higher than it was in 1942. 

Witnesses from the advertising profession, good friends of mine, 

came down here and testified to figures which actually distorted the 
case. They did not intend to, I am quite sure. But the fact remains 
that our advertising price on the Post is 25 percent higher today than 
it was 15 years ago, and on Ladies’ Home Journal 10} percent higher, 
and there is one very important reason. We have a great deal of 
competition that did not exist 15 years ago that we have to meet to 
stay in business. 

The theory that any rise in postal rates can automatically be passed 
along to the advertiser or the reader is unrealistic. We will have to 
try, ‘and I won't deny that we will try, to the extent that we believe 
that we can make an effective attempt, but the law of diminishing 
returns has not been repealed yet, and it seems to me that we have to 
be very practical about this thing. 

Smaller publishers, for example, that receive different rates because 
of a lower percentage of advertising, something of that sort, serve 
very useful purposes and have made great contributions to the wel- 
fare of this country. And I am not pleading just for ourselves alone. 
I am pleading for a principle and [ think that it would be a very 
wrong thing to approach this on a pure dollar basis. And if you did, 
then I think you have got to remember that the effect on the budget 
will come not just through postal rates but in the destruction of tax 
revenues on which that budget is based. 

Senator Neusercer. Thank you very much, Mr. MacNeal. 

Thank you, Mr. Chairman, very much. 

The Cuarrman. Senator Scott, do you have any questions? 

Senator Scorr. No questions. 

The CHatrmMan. We certainly appreciate your coming, Mr. 
MacNeal. 
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Mr. MacNeat. Thank you, Mr. Chairman. 

The Cuarrman. We will next hear Gov. Arthur B. Langlie, presi- 
dent of McCall Corp. 

We are glad to have you with us this morning. 


STATEMENT OF GOV. ARTHUR B. LANGLIE, PRESIDENT OF 
McCALL CORP. 


Mr. Laneure. Thank you, Mr. Chairman. I am glad to be here and 
I appreciate this opportunity. 

Fhavs a short statement here that I would like to present to you. 

I am Arthur Langlie, President of the McCall Corp. I have been 
with that company since February 15. 

As publishers of McCall’s and Redbook magazines and printers of 
a ST eae 40 other nationally distributed magazines, the McCall 

orp. is deeply concerned by the proposal to increase postal rates for 
magazines. 

ou have seen the studies made by other publishing companies 
which analyze the cost to the Post Office Department for handling 
magazines. The Life magazine survey, I believe, concludes that big 
circulation magazines with relatively heavy weight are paying their 
own way at the post office. You have seen other authoritative studies 
such as your own Citizens’ Advisory Council report. We, too, have 
analyzed them and, in general, endorse their conclusions. We print 
approximately 40 nationally distributed magazines at our Dayton, 
hio, printing plant. Ninety-five percent of the mail-handling work 
on these magazines is performed entirely by our own employees and 
the magazines are put directly into bags which are all labeled for the 
proper destination. The post-office employees don’t have to touch 
the shipments until they get to destination points where the bags are 
opened and the magazines distributed. 

But it is to the unstatistical area of this problem that I would like 
to address myself—to the idea of public service as a philosophy of the 
Post Office Department. It is an area of intangibles, and yet, I think 
hoe agree, that in the case of the Postal Department, these intangi- 

les are bolstered by a brilliant record of service to the American 
people over a period of 182 years. 

The postal service was, of course, designed by the Continental Con- 
gress—not as a means of raising revenue, but to provide a communi- 
cations system which would aid in building a nation. 

Since then, a wise Congress has guided the Department so that it 
has paced itself to the constantly expanding growth of the Nation. 
eee a large share of the credit for the greatness of America 

ay. 

It must, however, share these public-service accomplishments with 
other privately owned proponents of the written word—newspapers 
and Se have united, enlightened, and educated our 

eople. 
. The Cuatrman. Don’t you think that it would be a good thing if 
some of our magazines and newspapers would give to the reading 
= just what the Post Office is doing in this particular field, and 
ow much they are giving service to the people? I think we have 
neglected that in these hearings. I think in not bringing that one 
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thing out we have failed to educate the people as to just what service 
the Post Office is giving them. 

Mr. Lanouie. I think that is one of the great weaknesses we have 
in government. We have failed to clearly explain to the people many 
times the values, the benefits that they get from some of the services. 

The Cuarrman. I find that if we properly explain to the ae 
public, to get it across to them, that they are ready to join hands an 
see that justice is done in most every manner. ; 

Mr. Lanai. I certainly agree. We of the magazine organization 
recently agreed at our own meeting here this past week that we were 
not doing a very good job in letting the public know the value 
and benefits that derive from the written word. 

The Cuarrman. I think very few people in the community really 
realize that they have this free county delivery of newspapers to 
them, and it is given to the people, not to the ae ers. You can 
go on and on as to the various things that the Post Office does. That 
is one thing that I mention at this time. We don’t have time to go 
into all of that. 

Will you proceed. 

Mr. Lanotie. Throughout the years, the Congress and the Post 
Office, with understanding and good judgment, have subsidized stage 
coach and railroads, shipping, trucking and airlines. 

The Cuamman. When you are talking about trucking, in reality it 
is an indirect subsidy when we appropriate all these billions of dollars 
to build roads. 

Mr. Lanexte. No question about that. 

The Cuarrman. The trucks will use them. 

Mr. Lanetre. That’s right. 

The Cuarrman. It runs into billions and billions. 

Mr. Lane. It operates third- and fourth-class post offices and 
rural free delivery—as public service and at a loss. It carries out 
nonpostal services such as public sale of United States savings bonds 
and stamps, handling flags for veterans’ burials, and acts as a collector 
for special fund-raising drives. It carries on many wonderful special 
services such as registered mail, special delivery, on which it does not 
meet expenses. 

The CuHamman. When I mentioned roads a few minutes ago, it 
would be just as sensible to say to the people who use the roads, too, 
that you are going to have to pay for all this by additional taxes on 
gas; that we appropriate it out of the general fund and hope to get 
part of it back in that way. 

Mr. Laneuie. In spite of all this, the Post Office Department, as 
you know, leads all other governmental one in the percentage of 
operating costs recovered—88 percent. a result, the Post Office 
has established a delicate balance between maximum service to the 
public and the public’s ability to pay for that service. 

In our opinion, this balance should be maintained. 

An increase in postal rates for magazines is not automatically ad- 
vantageous either for the Post Office Department or for the country 
with whose welfare the Department is concerned. 

Actually, such an increase does not necessarily guarantee increased 
revenue for the Department. This increase results in higher oper- 
ating costs for the publishing companies which, in turn, leads to 
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reduced profits and results eventually in a reduction of Government 
revenue. 

More importantly, an increase in postal rates might do greater 
damage to the priceless intangible of the publishing industry. It 
might force publishers to do a less comprehensive, less authoritative 
job of reporting in their magazines—and so reduce the effectiveness 
of America’s greatest means of public education and enlightenment. 
The Post Office Department should not penalize magazines in this era 
of ideological conflicts and psychological and medical advances when 
more and more people are turning to them for guidance. 

In the magazine industry today, skyrocketing costs make it difficult 
for publishers of worthwhile magazines to show a reasonable profit 
on the capital investments made. Some publishers have been more 
successful than others at the touch-and-go task of furnishing an 
eager public with a constant flow of high calibre, authoritative edi- 
torial matter—combined with sound advertising for America’s lead- 
ing companies—and still show a reasonable margin of profit for their 
endeavors. 

Over the period of the last 10 years, to meet rising production and 
labor costs, publishers have increased their subscription rates to the 
public and their advertising rates to American business. Any addi- 
tional cost will be difficult to pass on to subscribers and/or adver- 
tisers. Such an increase would result in serious damage to many 
magazines which operate on extremely narrow margins of profit. 

The Post Office Department, like all other Government agencies, 
performs many public-service functions for which it could never ex- 
pect to be fully repaid. Like other agencies—State, Commerce, 
Health, Education, and Welfare—it depends on money collected in 
taxes to equal the difference between money expended for the public 
welfare and money received in payment for its services. 

It is in the last analysis supported wholly by the American tax- 
payer—whether the Post Office Department receives its income from 
industry and individuals in return for services rendered, or as tax 
money from the Treasury Department to offset so-called deficits. 

An increase in postal rates on magazines would be an upping in 
taxes on the publishers and the publishing industry. We are op- 
posed to it because it is discriminatory and because we feel that the 
time has come to reduce the tax burden if at all possible. Postal 
rates were increased 10 percent a year in 1952, 1953, and 1954, or an 
increase of more than 30 percent. The present increase would, there- 
fore, if enacted, multiply the cost in 9 years almost 100 percent. 

Yes, we might try to pass on the resulting increased costs to our 
advertisers, but are we not, in a sense, increasing taxes on American 
business? Or we might try to pass on these costs to our subscribers, 
but are we not increasing taxes for the reading public? 

The Cuatrman. After all, this increase is just an increase in tax- 
ation. People forget that. 

Mr. Lanett. That is correct. 

The Cuarrman. And it is passed out to everybody that uses it. 
Isn’t that true ? 

Mr. Laneure. That is right. 

If Congress were to give a tax reduction to business, those of us in 
publishing would, of course, benefit accordingly. Given a tax re- 
duction, some magazine publishers might willingly accept a postal 





POSTAL POLICY 219 


rate increase. A tax reduction would certainly be an incentive for 
magazine companies to strive to pay an increase—despite the fact 
that we hold the concept of the Post Office as a public service agency 
to be paramount. 

However, any postal rate increase—even if it were offset by a com- 
parable tax reduction—would work its greatest hardship on those 
publishing houses which are making no profits or where margin of 
profits are insignificant. 

In the history of our country, magazines have played an active 
part in presenting a written word to the American people for educa- 
tion, inspiration, and entertainment. To do this effect. ely calls for 
extensive editorial competence, for a magazine’s true worth is in the 
expensive, time-consuming creativity which fine journalism demands. 
Its value is in the ideas, ideals, manners, and morals which they com- 
municate. 

The Post Office Department, dedicated to public service, should not 
take any action which could injure so important a medium. 

The time must come, and we believe it is here, when you should 
think in terms of reducing taxes on American business and industry. 
Such a reduction would promote greater initiative and enterprise and 
strengthen our vibrant and expanding economy. 

The Cuarrman. Are there any questions? 

Senator Cartson. Mr. Chairman, I would like to say that I am 
very happy to have Governor Langlie, who is in the publishing field, 
appear before us. It was my privilege to serve with him at the gov- 
ernors’ conference. He and I had the pleasure of serving as governors 
of great commonwealths during some of the past years. I appreciate 
his appearance here and I am happy to have his statement. 

Mr. Laneuie. Thank you, Senator. 

The Cuatrman. We certainly appreciate your coming. 

Mr. Laneure. Thank you very much. 

The Cuatrman. Is there any further statement that you would like 
to make ¢ 

Mr. Brawtey. Governor Langlie, I notice that the administration 
yesterday opposed the pay increase for Federal employees on the 
yasis that it would be inflationary. In your opimion do you believe 
this increase rate bill is inflationary ? 

Mr. Lanette. First, I am really not an economist. I would think 
that this would contribute to inflation to this extent: Here [ indicat- 
ing| is a report which shows that the profits of some 35 magazine- 
publishing companies has dropped from 8 percent in 1946 on gross 
sales, down to 2.7 percent at the present time. And it has been a 
steady decline. 

The Cuamrman. How many companies does that include? 

Mr. Laneuie. That includes 35 publishers, some like Curtis, who 
publish 4 or 5 magazines; the MeCall Corp. which publishes 2 now. 
Last year we published four. We folded two of them last year be- 
cause the costs were getting just too much for us. When you get down 
to that area—and most of the publishing houses are in that area—there 
are a few who are making big profits; their format happens to be 
striking the appeal of the people at this time, they have good maga- 
zines and they are salable and they are selling lots of advertising and 


they are able to show some good profits, but that is a limited number 
of magazines. 
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The Cuamrman. On those that show a good profit, doesn’t the Gov- 
ernment come along and take a good part of that ? 

Mr. Lanetie. They take a substantial part of it. That is a real 
problem. Our company has had some very good years, but there is 
not much opportunity to build a reserve for the lean ones. You go 
along and run into a little adverse market and some of these fine 
publishing companies just can’t make the grade. Crowell-Collier was 
an amen of what happens in this business when you don’t build 
some reserves and pour something back into magazines. That is one 
of the real dangers in this, to my way of thinking, as I come from 
the public-service side of life nk go into private Sans and get a 
chance to look at this other side, particularly in this highly competi- 
tive publishing business. There are some real dangers in this thing 
if this isn’t handled as your committee is trying to handle it, by care- 
fully studying the facts, setting up a policy, measuring it from the 
standpoint of the total good of the country, the economy, and what 
we can stand. 

I personally am one who feels that any Government service that we 
can charge for, and pay its way, I am in favor of. And that goes for 
this particular thing. But the difficulty is that over a long period of 
years we have developed a terrific industry here on low postal rates. 
The program is highly competitive. Now we find ourselves in a state 
where, because of competition, the costs cannot be passed on easily and 
readily. And too big an increase in costs by the Congress would 
have a very undesirable effect instead of achieving the results that 
you are really seeking. And that is the concern that I see in this as 
one who has been in public service. 

The Cuarrman. What was the net profit there? It has gone down 
to what? 

Mr. Lane. 2.7 percent. 

The CuHarrman. That being so, do you have any information as to 
how many of them would be down to less than 1 percent ? 

Mr. Lanetim. My own company showed a profit of 1.2 percent last 
year. And we are faced with continuing increases in costs. We have 
hired I think some 50 of the Crowell-Collier people who were out 
of employment by reason of that, and I think there is a large number 
of those people who still haven’t found places in the publishing 
business. 

These costs are quite substantial. For instance, our total postal bill 
in McCall’s for our two magazines ran, second, first, and third-class 
mail, $2,230,000 last year. 

The Cuarrman. What percent would that be ? 

Mr. Laneuie. That would be about 8 percent of our operating costs. 

Senator Scorr. It is getting pretty nearly as bad as farmers. 

The Cuatrman. So if you were increased 20 percent, that would 
knock every bit of your net income out, wouldn’t it? 

Mr. Lanexie. With some adjustment for loss in taxes that we could 
take benefit from, it would come pretty close. 

The Cuatrman. The Government would lose it in taxes but it would 
cut you right down to the borderline. 

r. Lanerie. If, as the chief executive officer of this company, I 
can’t give some leadership with the other people in the company, to 
operate on a better basis next year and the year after, with this in- 
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crease we will be losing money in a couple of years instead of making 
any, just on this increased cost alone, and we are faced with increasing 
wage costs and other things as well, paper costs and others. _ 

The Cuatrman. Of course, this would be deductible on your income 
tax. You would be reducing your income tax, the amount that you 
pay, and of course one kind of offsets the other. 

Mr. Lanouie. Last year our net profit was $710,000. ‘The increases 
that are now proposed in the bill that was before the House, by the 
end of the fourth year would cost us $1,200,000 a year more for our 
costs. 

Second-class rate costs us $1,330,000. But we also spend $900,000 in 
first and third-class mail. 

So we know that any increase is going to cost us money. We don’t 
object to that. We are willing to leave it to the judgment of Con- 
gress to do this thing, and we will try to live with it. But we are so 
glad that this committee is trying to make an objective study because 
we believe that regardless of reports from the Post Office Department, 
regardless of what we who are in the publishing business might say, 
because we are looking at another side of the picture, if the truth is 
gotten at by a very objective study, then this thing can be done with- 
out injury to the economy of the country and to the Post Office De- 
partment itself. 

The Cuarrman. So you are not here objecting to an increase in the 
rates ? 

Mr. Lanouie. No, sir. 

The Cuarrman. But you do want to know where we are going. 

Mr. Lanauie. The point is that if we could sustain ourselves in the 
magazine industry and pay our way, based on any proper study of 
distribution of costs, we could do it. I think the magazines, at least 
ours, would be perfectly willing to do it. But the question is: Can we, 
and shouldn’t it be done on a long-term basis so that proper adjust- 
ments can be made? 

The Cuarrman. The reason you say that, you have taken into con- 
sideration the past and what you have been having to pay in the past 
for these services, and to change them overnight would give you quite 
a shock? 

Mr. Laneuie. That’s right. Everybody, I think a lot of people 
believe in free trade, but we know that that isn’t possible. As lots of 
folks, we get lots of help in some areas in public power. Some are 
protected in inventories and depreciation in oil. Some of our indus- 
tries are completely dependent on Federal money, such as the airplane 
industry ne others. We know that this question of subsidies is a 
very difficult thing to assess. We in the publishing business don’t 
feel 

The CHArrman. You bring out a very fine point, Governor, fer 
the very simple reason that each activity or each business has to be 
considered on its own. As you stated, there is a depreciation allow- 
ance in the oil industry, for example. We have found it absolutely 
necessary to a certain extent because we have a lot of holes where 
we don’t get anything. I have no oil myself, but I did drill three 
wells, to give you an illustration, and hit a dry well every time. I 
hope some day to get a full one. 

93326—57——15 
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Senator Cartson. What percentage of your magazines are distrib- 
uted through the mails? Roughly. 

Mr. Laneure. One magazine has a circulation around 5 million. 
About 114 million of that is sold at newsstands and 314 million 
through the mails. 

The other magazine has a circulation of 2,400,000, and about t 
million of that is sold in newsstands and the balance goes through the 
mails. 

As I pointed out, we print some 40 magazines at our Dayton plant, 
most of them by contract with other magazine people. They range 
all the way from small fraternal magazines to the Reader’s Digest, 
U.S. News, and Newsweek. 

The Cuamman. Are there any other questions ? 

Do you have any further statement, Governor ? 

Mr. Laneuie. No, I don’t believe that I have anything further to 
add. 

Senator Scorr. I would like to say, Mr. Chairman, that misery 
loves company. As a farmer I am glad to hear these boys testify. 

The Cuarrman. I farm a little, too, so I know what you mean. 

The next witness is Otto Kleppner, of the American Association of 
Advertising Agencies. 


STATEMENT OF OTTO KLEPPNER, SENIOR PARTNER IN THE 
KLEPPNER CO., ADVERTISING AGENCY, NEW YORK CITY, ACCOM- 
PANIED BY RICHARD SCHEIDKER 


Mr. Kuirerpner. Mr. Chairman, my name is Otto Kleppner. I am 
senior partner in the Kleppner Co., advertising agency, at 488 Madison 
Avenue, New York City. I am also—and I say this for identification 
and not by way of advertising—the author of a widely used textbook, 
Advertising Procedure, which I might add is in its 38th printing. 

I appear on behalf of the American Association of Advertising 
Agencies, or Fourt A’s, of which I am a director at large and chair- 
man of the committee of the board on government, public and edu- 
cator relations. 

The Four A’s is the national association of the advertising agency 
business, with headquarters at 420 Lexington Avenue in New York. 
Membership is by application and is open to all agencies able to meet 
the association’s qualifications. There are 329 member agencies, op- 
erating over 600 offices and handling more than two-thirds of the 
national advertising volume. 

The Cuamman. What is the object of the advertising? Why do 
you advertise? 

Mr. Kieppner. Yes, sir. 

The Cuarman. Why do people advertise ? 

Mr. Kixppner. To help bring to the consumer the better values 
which men offer in our competitive system for the consumer’s selection. 

The Cuamman. And also to stimulate business ? 

Mr. Kuxerpner. It stimulates business, it stimulates the creation of 
new values, it is the sparkplug, you might say, which encourages a 
firm to invest its capital in trying to figure out what they might be 
able to make better than is being made today, which might be worth 
the customer’s buying, and then to present that to the public. 
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The CuHatrman. Our national income would probably drop con- 
siderably if we didn’t have any advertising, wouldn’t it ? 

Mr. Kuierener. I wouldn’t doubt that, sir. 

Senator Cartson. I assume that is one of the statements that you 
make in your book Advertising Procedure? 

Mr. Kieppner. Thank you, sir. 

We have asked to appear in connection with your study of postal 
policy because there is an important matter of policy which has not 
been dealt with in the Citizens’ Advisory Report and which, we be- 
lieve, has never been fully presented to your committee. We refer 
to the treatment of advertising in the postal rates. We refer mainly 
to the second-class rates, and the fact that the editorial portion of a 
publication is mailed at one cost while the advertising portion, in the 
same publication, is mailed at a different and higher cost. 

The rate on the editorial portion is 1.95 cents per pound. The rate 
on the advertising portion is considerably higher and is, in addition, 
computed by distance as well as by weight. The advertising rate in 
zone 4, for instance, is at present twice the editorial rate; the rate for 
zone 8 is at present nearly five times the editorial rate. 

There are proposals now, and there have been in the past, to make 
this differential even greater. 

It is a differential which did not exist in the original concept of 
second-class mail. It was installed in 1919, when our productive 
capacity was not so great, when our population and purchasing power 
were not so large, and when advertising was not so important. and 
critical to the economy as it is today. 

We believe the time has now come to reexamine it. 

We believe that it reflects an attitude toward advertising, which is 
out of keeping, we now have with the understanding we now have of 
the function of advertising in our economy. 

The CuHatrman. Do you remember what percentage of your adver- 
tising is done within zone 4? 

Mr. Kieppner. No, sir; I do not have that information. We took 
zone 4 as the median zone between zones 4 and 8. We thought it would 
be fair to take a median figure rather than an exaggerated figure, 
which would be zone 8. 

Senator Cartson. Do you have information that would indicate 
whether there are any States that collect taxes on advertising in news- 
papers and magizines? 

Mr. Kuieppner. I don’t have the information at the moment. 

Senator Cartson. The Federal Government does. I know there are 
States that have proposed it. I don’t know of any that have enacted 
it. 

Mr. Kierpner. My colleague might be able to answer that. 

Mr. Scheidker, would we have any information on the States? 

Mr. Scuempxer. I don’t believe that any States does. There have 
been attempts. There were three attempts this year. 

Mr. Kierrner. We believe that it is out of keeping, also, with the 
desire of the Congress to maintain a thriving economy. 

We respectfully urge, in your consideration of postal policy, that 
you consider the effect of the postal rates on advertising and on the 
economy. We urge, in your study of any increases, that you especially 
consider the effect of those increases on advertising and on the 
economy. 
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The need for advertising: It seems to us that the present treatment 
of advertising rates in the second-class rates is unreasonably dis- 
criminatory. 

The ee intent of Sere eee when the second-class mail was 

. e 


established, was expressed by Representative Money on the floor of 
the House as follows: 


We know the reason for which papers are allowed to go at a low rate of 
postage * * * is because they are the most efficient educators of our people, 
It is because they go into general circulation and are intended for the dissemina- 
tion of useful knowledge such as will promote the prosperity and the best in- 
terests of the people all over the country. 

Does this no longer apply? Has advertising no place in “the dissemi- 
nation of useful knowledge”? Does advertising not work to “promote 
the prosperity” ? 

We believe it can be shown, on the contrary, that advertising is es- 
sential if we are to continue to enjoy a prosperous and continually 
expanding economy in the United States. 

A nation of consumers: The United States has now achieved what 
can accurately be called an “economy of abundance.” Ours was the 
first country to do so. Nowhere else has it been achieved on such a 
scale. There is no longer any question of our ability to produce goods 
and services in tremendous volume. 

President Eisenhower predicted 2 years ago that, “if we as a people 
act wisely,” our national output could rise to a level of $500 billion by 
1965. We are already well on the way. For the first quarter of this 
year, our output is already at the rate of $424 billion per year. Now 
economists tell us that by 1967—10 years from now—our total produc- 
tion of goods and services should grow to more than $600 billion. 

And yet, while these great gains have developed, the share of our 
population engaged in production has actually been declining. In the 
middle of last year—for the first time in this country or any country— 
the number of people employed in the production of goods became 
fewer than the number employed in everything else. 

Obviously our problem is no longer one of production. Our prob- 
lem is to reach the consumers who can and will benefit. Our ane is to 
educate and persuade people to enjoy the goods and services we are 
now capable of producing. 

Does the job sound easy? It isnot. We know from experience that 
people do not adjust themselves quickly, by themselves, to better pos- 
sibilities of living. We know that people have a tendency, as they 
move into higher income groups, to carry over their former living 
patterns. 

Here is an example, as given by Arno Johnson of the J. Walter 
Thompson Co., an advertising agency of New York: 

Before the war, the income group above $3,000 represented only 6 percent of 
the families, but these families were—on the average—consuming 2% times as 
much beef per person aS compared with the average family. Now, here is the 
startling change: In 1955, 63 percent of our families had incomes over $3,000. 
Some 34 million families, instead of 2,500,000, were in the income levels where 
beef consumption could be high. If they wished to do so, they could have 
increased their beef consumption per capita by more than double. 

The facts indicate, of course, that those moving up did not increase their 


consumption to that extent. They were not adequately educationed to have the 
diet standards and desires of the prewar better-income groups. 
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The Cuairman. Don’t we have to take into consideration there the 
price of beef and also don’t we have to take into consideration the 
purchasing value of the dollar? 

Mr. Kizrpner. Yes, sir, you do. 

The CHarrman. It is almost one-half of what it was. 

Mr. Kierrner. Most assuredly you do. But there was a propor- 
tionate raise in income, and yet you would assume that there would 
be some reflection in the increased beef consumption. 

The Cuarrman. Although they have increased in numbers in those 
brackets, some may have been getting $2,000, and when they went 
to $3,000 they didn’t have any more money to spend than they had 
formerly to spend at $2,000. That is what I had in mind. The 
purchasing value of the dollar depreciated. 

Mr. Kiepener. It has, yes. There should be a greater market for 
beef than there is. That is the crux of my observation. 

What activities are available, to seek to change people’s habits, 
educate them to new goods and services, persuade them to buy? 

There are only four main types—personal selling, display, sales 
promotion, and advertising. 

We see personal selling at work in the canvasser at our door, the 
clerk in the store, the automobile salesman and the insurance agent. 

Display includes packaging and visual sales messages at the point 
of sale—in the store itself, in the show window or on the sales counter. 

Sales promotion includes catalogs and sales portfolios. 

Advertising multiplies the selling messages and appeals, multiplies 
them through magazines, business publications, farm papers, mailing 
pieces, newspapers, radio and television, outdoor boards, car cards 
and motion pictures. 

What advertising does: Advertising is the counterpart in selling 
of the machine in production. By the use of machines, our produc- 
tion of goods and services has been multiplied. By the use of mass 
media, advertising multiplies the selling effort. 

With our vast production, and our vast national market, advertis- 
ing has the greatest opportunity and the greatest responsibility for 
finding customers. 

We saw a promising example, in 1953-54, of what advertising can 
help to do. At that time, in the midst of recession thinking, manu- 
facturing declined by nearly 11 percent. But in this recession—and 
for the first time, to our knowledge—manufacturers did not cut back 
their advertising expenditures. 

Advertising efforts continued to increase. Consumers continued 
to buy. Inventories of goods continued to move through the channels 
of trade. Despite a manufacturing decline of nearly 11 percent, gross 
national product was down less than 3 percent and total personal 
income declined less than 1 percent. 

If I may add, this shows how a sustained selling effort can help 
sustain the economy. 

In an economy the size of ours, as you know, the stakes are immense. 
According to a Department of Commerce statement, a decline of even 
1 percent in national income can reduce Federal tax receipts by $1 
billion. A 1 percent increase, on the other hand, can increase the tax 
receipts proportionately. 
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The consumer is much more than a source of tax receipts or statis- 
tics, of course. The consumer is much more to us than a way of 
developing a thriving economy. The consumer to us is the person 
on whom industry is built. 

Even as we meet here this morning, in thousands of businesses 
throughout the country, men are working to create better values for 
consumer enjoyment. One of the preat, blessings of our country is 
that each person is respected as an individual, free to make up his or 
her mind as to what to buy. Each day, he casts his vote in the mar- 
ket place for whatever values he wants. 

The function of advertising in our economy is to help create and 
distribute the better values which men offer in competition for the 
buyer’s selection. 

Allow me to add that it seems to us important to encourage the 
advertising function because of its chain reaction in the economy in 
helping the consumer to a better choice of products from which to 
choose. That is as to the question the Senator asked originally. 

How labor leaders view advertising: It is interesting to see that 
labor leaders have been quick to understand the importance of adver- 
tising and are spokesmen in its behalf. 

Shortly after the end of World War II, our association retained 
Elmo Roper to interview labor leaders and other top industry people 
on their attitudes toward advertising. Here, briefly, are excerpts 
from the statements by several of these union officials. 

Here is a union president, age 55: 

From the point of view of a unionman, advertising is important because it 
creates jobs. Advertising has proved itself to be the quickest and most efficient 
method of creating buying power, which automaically provides more jobs for 
workers. 

We give the ages to show the different areas of life span which we 
touched. 

Here is a union president, aged 40: 

You must have production, but production alone is not enough. There must 


be a desire created for the goods produced or production will remain at a low 
level, and people will have neither the incentive nor the money to buy. 


And here is a younger man, age 35, a union president : 


Our country’s production methods are far superior to those of older nations, 
and our living standards are admittedly higher than anywhere else in the world. 
It is notable that older countries with their lower living standards and limited 
production capacities have also poor radio and few of the fine publications that 
we have here in the United States. This should indicate that advertising has 
some bearing on a nation’s welfare, 

Surely these labor leaders have described advertising forcefully. 
Surely the advertising portion of publications, as much as the edito- 
rial portion—to use again the words of Congressman Money when 
the Postal Act was passed—workes to “promote the prosperity and the 
best interests of the people all over the country.” 

Advertising makes publication possible: But more than promoting 
prosperity, advertising also helps to make possible the editorial por- 
tion and the very existence of the publications 

In 1919, in the days of low publishing costs when the differential 
between advertising rates and editorial rates was initiated, publica- 
tions may have been able to exist on subscription rates alone. Adver- 
tising may have been simply a “plus” revenue. There may have 
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seemed reason, to some, to discriminate against the advertising por- 
tion at that time. 

Today the situation is far different. 

Publishers have testified many times to this committee that theirs is 
now a low-profit business. We had just such a figure a few moments 
ago. 

exthasanalin, the 1954 Census of Manufacturers shows that most 
publishers now depend on advertising for more than 60 percent of 
their income. According to the census, covering 3,427 periodicals, 
less than 40 percent of income was from subscription and sales. 

Obviously it is the advertising portion which enables American 
publications to offer, today, the high standard of editorial content 
they do. 

Without advertising, our great periodicals could not exist, or they 
would be of inferior quality, or they would have to greatly increase 
their cost to subscribers. Any of these developments would be a 
handicap to the dissemination of useful knowledge which has helped 
our country to thrive. 

Antiquated approach: Now in view of these facts—the role of 
advertising in creating customers, in bringing better values to con- 
sumers, in making possible the existence of publications—it seems to 
us an antiquated and discriminatory approach that advertising should 
be penalized in the postal structure. 

Knd this does not apply only to second-class mail, where the dif- 
ferential is so clear. 

We are mindful also that third-class mail is a most important 
channel for advertisers, especially for newer and smaller advertisers. 
We believe you may want to be sure, if you consider possible in- 
creases, that you do not handicap these businesses in their advertiing 
and sales-getting activities. 

Unreasonable increases may defeat their own purpose from the 
standpoint of the Government as a whole. The Government can 
hardly expect to collect from business on the one hand while it curtails 
business-getting activities on the other. Considering the need to raise 
tax revenues from business, it seems to us that the Government might 
well lean over backward to encourage sales-making, business-building, 
revenue-producing efforts of which advertising is such an important 
part. ‘ : 

To summarize: First, we hope that your committee may examine the 
possibility of a simpler and more equitable formula for second-class 
rates—one that places the advertising portion of a publication on the 
same basis as the editorial portion. 

Secondly, if you cannot at this time abolish the differential against 
advertising, we hope you will want to see that the amount of the 
differential is not increased and aggravated. 

Thirdly, if you consider the question of rate increases, for second- 
or third-class mails, we hope you will carefully weigh them for their 
effect on advertising and on the economy. 

Your decisions can affect in great measure the efforts to create 
customers, on whom our economy depends. 

Thank you for this opportunity to appear. 
The Cuairman. We certainly appreciate your coming before us. 
Senator Carson. That is a fine statement, 
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The CHatmrman. We have one other witness. We have about 10 
minutes, but if necessary we will go beyond 12 o’clock to hear you. 


STATEMENT OF JAMES W. SHIELDS, FOR THE PRINTING INDUSTRY 
OF AMERICA, INC. 


Mr. Suretps. My name is James W. Shields. I am executive vice 
president and treasurer of Judd & Detweiler, Inc., Washington, D. C. 
As a member of Printing Industry of America, Inc., I have been asked 
to come before you and speak in behalf of the members of our asso- 
ciation. I am chairman of the Government relations committee of 
the association. 

Printing Industry of America is made up of over 5,000 printers, 
lithographers, and other allied businesses who produce an estimated 
85 percent of the total sales volume of the commercial printing in- 
dustry. The printing industry is predominantly one of small-business 
establishments. The 1954 census of manufactures shows that of 
32,531 establishments only 206 had 500 or more employees. Our mem- 
bers and their customers use ever y form of postal service. Our mem- 
bers’ businesses are directly affected by postal rate policies because 
postal rates often affect a decision to print or not to print, or to in- 
crease or decrease the size of printed material that is going into the 
mail, 

We are encouraged by the fact that your committee is having these 
hearings on postal policy because we believe that the Congress should 
identify policies which would become the groundwork for proper 
postal rate determination. 

We think that Congress can and should clearly state the areas 
which are to be regarded as public service. The funds necessary to 
maintain these services should be provided by congressional appro- 
priation. Beyond this we believe that Congress should reaflirm estab- 
lished policies which set forth the relationship among the various 
classes of mail. 

After these fundamental policies have been established, we believe 
postal rates should be examined and increased to the extent necessary 
to make the postal service pay its own way. We do not believe th: at 
the cost-ascertainment system should be used for the purpose of fixing 


postal rates because there are many considerations that have in the 
past, and should in the future, go into the determination of rates 
that cannot possibly be reflected in cost ascertainment. It is my 


understanding that this fact has been recognized in testimony which 
has been given by Deputy Postmaster General Maurice H. Stans. 

We believe th at Congress should accept the established relationships 
of the various classes of mail and assess any postal rate increases on 
this basis. The fallacy of the use of cost ascertainment as a basis 
for rate changes can be illustrated by comparing the classes of mail 
with theater seats. Based on cost ascertainment all seats would sell 
for the same price because they cost the same to operate and maintain. 
Of course, we know other factors are considered and the price of 
the seats varies with the location. This same situation in the Post 
Office Department, we believe, justifies the present distinction in postal 
rates which is not reflected in the cost-ascertainment system. 

Further, we believe that Congress is better qualified as a ratemaking 
body to take into consideration the many factors involved. The 
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above is a quick summary of our thinking regarding postal policies. 

The Cuarrman. I imagine you have reference to some classes of 
mail being given preferential treatment ? 

Mr. Surexps. That is correct, sir. 

To be specific regarding the public services, we believe that the 
following service areas should be classed as public service and the 
losses which the Postmaster General indicates he has in these areas 
should be covered by congressional appropriation. 

(a) Losses on exempt publications, $46.2 million. 

+?) Losses on books, $14.3 million. 

c) Losses on free services, $15.9 million. 

Free in county newspapers; free mail for the blind; free registered 
mail for Government agencies. These are examples. That is not 
necessarily all of the areas or all of the items, but they are typical 
examples. 

(d) Special services, $48.0 million. Registry, certified mail, in- 
surance, c. 0. d., special delivery, money orders. 

(e) Nonpostal services, $12.4 million. Alien address reporting; 
United States savings bonds and stamps—public sales; documentary 
stamps, migratory bird stamps; custodial services public buildings. 

(7) Losses on third-class and fourth-class post offices, $51.8 million. 

(g) The rural free delivery service shows a deficit figure of $195 
million. Certain aspects of this are clearly public service. The Carl- 
son report indicates that $70 million should be so classified; the 
Citizens’ Advisory Council puts it at $95 million. 

The Cuarrman. That $70 million, the report is for what year, 
Mr. Brawley ? 

Mr. Brawtey. 1952 and 1953; there were pay increases in the in- 
terim period. 

The CuHarrman. It is probably up around $80 million. 

Please continue, Mr. Shields. 

Mr. Sutexps. It is possible that by a change in policy, additional 
savings might be realized over and above the public service area, 
but for our purpose, we are considering only the $70 million public 
service. 

There is one area of additional revenue which we think should be 
considered by your committee for policy reasons, and this has to do 
with the size and weight limitations on parcel post. We believe 
that it would be in the interest of public service to remove these 
limitations. In testimony before Congress the Post Office has testi- 
fied that the loss of revenue in excess of cost from this limitation is 
$73 million. 

These items total $331.6 million. This figure does not include 
many hidden public services which, if properly classified, would re- 
duce the Post Office Department’s deficit by even more than that 
amount. 

Gentlemen, the cost of these items makes up a large part of the 
post-office deficit. Are they not public services? If not, then who 
is going to pay for them? It is not fair to assess charges for these 
services to the users of the mail. It is important to find fair answers 
to these questions. 

It is our understanding that the postal service was set up primarily 
to take care of first-class mail. Once having set up the service, it is 
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possible to put through other classes of mail at lower rates of han- 
dling. We think this should be part of the congressional policy 
statement. 

Finally, we urge that the Congress give full consideration to what 
effect disproportionate increases in postal rates might have on small 
businesses. We urge this because many of our members have indi- 
cated that a large part of their businesses is printing mailing pieces 
which would be curtailed or eliminated by any disproportionate 
increases in postal rates. 

In summary our position is: 

First, the Congress should establish policies. 

Second, these policies should: 

(a) Define the areas of public service. 

(6) Recommend appropriations of funds to cover deficit in 
the public-service areas. 

(¢) Remove the size and weight limitations on parcel post. 

Third, a policy should be established maintaining the historic rela- 
tionship between the various classes of mail. 

Fourth, after the foregoing policies have been established, then 
and only then postal rates should be examined and increased to the 
extent necessary. 

Fifth, the Congress should retain its rate-setting authority. 

Sixth, disproportionate increases in postal rates should be avoided, 
particularly in the interest of safeguarding small businesses which 
depend upon postal service for the conduct of their business. 

Mr. Chairman, I sincerely thank you. 

The Cuarrman. I thank you for coming. 

I believe you figured $331,600,000, and there are a few things you 
didn’t mention. We are giving a subsidy to the railroads, which 
I think is correct. I don’t think it is correct to have the Post Office 
Department pay that subsidy to the railroads. 

When we give certain benefits to the trucks through subsidies to 
the roads, I think we have to give the railroads something. We have 
to keep them in existence. But I do not think it is right for the Post 
Office Department to have to shoulder the whole burden of giving that 
subsidy to the railroads. 

I am not criticizing the railroads; I want to help them. But when 
I help them I want the Government to do it instead of just the Post 
Office Department. That is my position. 

Senator Caruson. Mr. Shields, you made a very good statement. 
I was interested in the comment that the rates had some effect as to 
whether you would poe or not print. It is interesting. I have had 
at least 4 or 5 calls from my home State when they embargoed third- 
class mail. Folks called me, “We have third-class mail ready to go; 
should we print them or not?” So that is a very correct statement. 

Mr. Sutexps. It is a very definite problem. 

Senator Scorr. Do you have any comments on the postal rate in- 
crease to employees? The percentage of increase in salary? 

Mr. Suretps. No, sir. Speaking for the association, unless it was 
policy coming from the association, I would rather not take a position 
on that. 

The Cuarrman. We thank you for coming before us. 

The committee stands in recess. 

(Whereupon, at 12 noon, the subcommittee was adjourned.) 
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Untrep States SENATE, 
ComMITT£E ON Post OrFrice AND Crvit SERVICE, 
SUBCOMMITTEE ON PostaL Poticy, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10:05 a. m., in 
room 135, Senate Office Building, Washington, D. C., the Hon. Olin 
D. Johnston, presiding. 

Present: Senators Johnston (chairman of the committee), and 
Yarborough. 

Also present: J. Don Kerlin, staff member, and Frank A. Paschal, 
staff member. 

The Cuarrman. The committee will come to order. 

Our first witness this morning is Mr. Horace H. Nahm. Mr. Nahm, 
if you will come around we will begin. We are going to have to close 
at 11 o’clock this morning. The Senate is meeting at 11 o’clock and 
we have no authority to meet after that time. It is against the rules 
of the Senate to meet unless you have permission and I did not know 
they were going to meet; therefore, I did not ask for any permission. 

Off the record. 

(Discussion off the record.) 

The Carman. On the record. Identify yourself for the record 
and proceed. 


STATEMENT OF HORACE H. NAHM, PRESIDENT OF HOOVEN 
LETTERS, INC., NEW YORK, N. Y. 


Mr. Naum. My name is Horace H. Nahm, of Long Ridge Road, 
Stamford, Conn. I am president of Hooven Letters Inc., of 352 
Fourth Avenue, New York 10, N. Y., a mailing service and printing 
organization established in 1917. I am appearing today as president 
of the Association of First Class Mailers, a membership organization 
dedicated to protecting the interests of the users of first-class mail. 

This is a modification of the statement that I made to the House 
committee but inasmuch as it was all aimed at the ultimate statement 
of policy as a forerunner of ratemaking I felt impelled to come before 
you with this almost identical statement in order to place it in your 
records, because I think the background of material here shows—or I 
tried to show with it—a need for a policy statement for action. That 
is why there is a similarity there. 

The Cuarrman. Good, proceed. 
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Mr. Naum. I am a director of the Advertising Club of New York, 
a past director of the Direct Mail Advertising Association and the 
American Institute of Graphic Arts, and past president of the Mail 
Advertising Service Association of New York. I list these to show 
that I have been continuously interested in the use of the United 
States mails, both in its use by the private citizens and by business for 
advertising and general communication purposes. 

We urge the statement of an appropriate postal policy before any 
rate setting takes place. 

The annual cost-ascertainment figures published for many years in 
its = form have shown an excess of revenue over expenditures 
without qualification by the successive Postmasters General. The last 
available figures published by the post office, fiscal year 1955—now, as 
you recall the cost-ascertainment figures for 1956 were not released 
until about 24 hours before my statement, so I base this on that. 

The Cuatrman. Thatistrue. We realize this is about a year behind. 

Mr. Naum. The last available figures published by the post office 
fiscal year 1955, table 100 shows “Excess of revenue over expenditures’ 
of $62,325,144. When the figures for fiscal 1956 are finally released by 
the post office, we believe they will show a similar excess of revenue 
over expenditures. 

Throughout the years when the annual reports were issued first-class 
letter mail has always been credited with bringing a large profit to the 
Post Office Department. This profit was in the end dissipated by losses 
in other classes and in the nonpostal services and basic inherent non- 
businesslike practices of the Post Office Department. But this end re- 
sult does not justify an increase in first-class rates. Only a statement 
of postal policy will relieve the pressure for these unjustified increases. 

May I digress for one moment to insert a statement that no personal 
criticism or comment is intended relative to our present Postmaster 
General, Mr. Summerfield, or his capable Deputy, Mr. Stans. Both 
of them and their staffs have worked to the best of their abilities to re- 
duce costs within the confines of congressionally approved practices. 
My disagreement with their objectives and presentations on ratemak- 
ing does not imply criticism of their ability or integrity They are the 
victims, I believe, of a terminology and philosophy that does not prop- 
erly evaluate the true interest of the public in general and the users 
of the mails in particular. 

Let me repeat—over the years the Postmasters General have re- 
ported first-class mail to be the big profit maker of the Department. 

Now, however, in the testimony of the Deputy Postmaster General 
in his chart No. 2 he introduces a new factor in column 6 titled “Esti- 
mated Reallocations of Cost for Intangible Factors.” This in itself 
is a statement to establish postal policy without congressional action. 

(The chart referred to follows :) 
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Summary of allocations of revenues and cost to classes of mail and services with 
computations necessary to reflect factors not carried in Post Office Department 
accounts, fiscal year 1956 (chart No. 2) 


{In millions of dollars] 
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1 Does not include any amounts for Department’s modernization program, possible railroad rate increases, 
or depreciation of public buildings used in the postal service. 


His testimony, however, reveals no mathematical validation for 
this estimate: $316,300,000 is arbitrarily added to first-class costs 
and as a result of this his figures show a deficiency in revenue of 
$346,200,000. 

May I return for a moment to the synthetic “Reallocation of cost” 
figures of this chart No. 2. It is followed by a minus or negative 
figure of $167,600,000 for second-class mail to be credited to this 
class. Again this synthetic credit figure is unsupported by any sta- 
tistics or discussion to show how it was arrived at. However, an 
excess of expenditures over revenue of $252,500,000 on the long estab- 
lished accounting method is actually revealed by this line. 

_ The juggling of figures which has taken place by this purely 
imaginary statistic flies in the face of these facts revealed by the 
published 1955 figures. 

Observe these facts in evaluating this proposed reallocations of 
cost to the drastic detriment of first-class mail. 

For the entire Department: Revenue, first-class mail percent of 
revenue: 40.153; second-class mail percent of revenue, 2.637; weight 
total, first-class mail, pounds, 804,361,197; second-class mail, 2,582,- 
348,220; revenue per piece, first-class mail, 3.319 cents; revenue per 
piece, second class, 0.929 cents; average weight per piece, first class, 
0.448 ounces; average weight per piece, second class, 6.130 ounces; 
average revenue per pound, first class, 118.459 cents; average revenue 
per pound, second class, 2.423 cents. 

Compared to second-class mail, first-class mail brings 15.2 times 
the revenue, represents one-third the total weight, 3.6 times the rev- 
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enue per piece, one-fourteenth the weight per piece, and 50 times the 
revenue per pound, yet by some unrevealed formula the proposal is 
to load $316,200,000 for second-class cost figures. In the third-class 
mail a negative figure of $124,900,000 is subtracted from its costs, 
perhaps a justifiable reduction—but arbitrary and unexplained. I 
am omitting a detailed comparison of weight and revenue per piece, 
etc., but again first class is shown as the most favorable class of mail 
for the post office. 

This comparison of first class with second class is not intended to 
imply or suggest that second-class rates should be raised a little or 
a lot. The Congress in its wisdom has consistently provided the low 
second-class rate as a means of disseminating news and cultural 
information and literature to the people of this country, and I be- 
lieve they will continue this policy to a greater or lesser extent. 
This comparison was made, however, to implement our protest at 
this arbitrary attempt to unfairly load the long accepted profitmaker 
of the Department. A congressional statement of policy will take 
this deliberately established loss factor out of the postal rate 
computation. 

Let us turn now to the Postmaster General’s chart No. 5 comparing 
United States with foreign first-class postage rates. Without deter- 
mining whether the Departments are truly comparable—whether 
these old world countries are using the letter rate as a tax measure 
and without many other factors such as volume per person, etc., this 
comparison is statistically invalid. However, it is interesting to note 
that Great Britain, with its 2.8 cents first-class letter rate was complete- 
ly omitted from thischart. And they make a profit on it too. I looked 


up here Her Majesty’s Stationery Office report and moe for this year 
where less than a million nondeficit, up to that it made good profits. 
(The chart referred to follows :) 


The United States of America and other nations—area, salaries, rates 
(chart No. 5) 


Annual 
Area served salary of Domestic 
(square miles)| experienced letter rate 
postmen 


Cents 
Germany 
France 
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In conclusion, the Post Office Department has consistently, until 
now, reported the first-class letter rate as a moneymaker and as such 
should not be increased to make up for losses in other classes or for 
the public-service aspect of the Post Office. We ask that a statement 
of postal policy be made so that these losses and operational limita- 
tions will not be a pressure to raise first-class rates. 

The proposed increase from 3 to 4 cents per ounce or fraction 
thereof makes a simply fantastic 8 cents price apply 1.1 ounce letters. 
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Overweight pieces are, of course, a boon to the Department but this 
would be an utterly unfair price for a slightly overweight first-class 
letter. This may be a matter of ratemaking or policy statement but 
one way or another it should not happen. 

The Cuarrman. I did not get to see the Old World country figures. 
Did it go into them at all for them being a collecting agency for all 
the stores? 

Mr. Naum. No; he did not describe the association. 

The Cuarrman. The Post Office serves as a collection agency in some 
of these countries. 

Mr. Naum. That is all he put in right there: United States and 
other nations, but he left out Great Britain. 

The increase in cards from 2 to 3 cents is wholly—— 

The Cuarrman. Too, in some countries the telegraph and telephone 
and railroad and the post office are all in one department. 

Mr. Naum. Well, in England the post, the telephone and the tele- 
graph are together but they account them separately. 

The Cuamman. They have the same workers doing it, so it is hard 
to separate them. That is the post office and the postal telegraph 
and the telephone and railroad, because they all are doing similar 
work in a great many instances, 

Proceed. 

Mr. Naum. The increase in cards from 2 to 3 cents is wholly un- 
realistic and will do great harm to a very useful mailing privilege of 
individuals, small organizations, and the business world in general. 

Domestic airmail at 6 cents showed a profit in the past, and on line 
2 of chart No. 2 of the Deputy Postmaster General’s testimony it 
shows a substantial profit by the long-accepted cost-ascertainment 
standards. Since air rates and costs are on their way down there seems 
little justification to suggest an increase in airmail rates at this time. 

Is there truly a Post Office deficit ? 

Honest men may differ on the amount of public service cost but I 
do not believe it is reasonable to ignore the Citizens Advisory Coun- 
cil’s conclusion that there is no true Post Office deficit—that is in 
quotes. But until a suitable statement of policy is made these words 
will mislead the citizens of this country and becloud all reasonable 
and fair attempts to evaluate rates. 

If the catch phrase that is bandied about, “The Post Office Depart- 
ment should operate like a business, and its users pay their way,” is 
to have genuine validity then the inescapable conclusion must follow 
that it must be operated in a businesslike way. It must be treated as a 
medium to receive and deliver mail—with the same freedom as any 
business to eliminate wasteful practices in buildings, personnel, trans- 
portation, and purchasing practices. 

It requires curious double standards of thinking and speaking to 
clamor loudly for businesslike balancing of intake of revenue from 
users against costs and yet disregard the well-known facts of life of 
traditional post office operating practices. 

Now I would like to speak on the reiteration of the argument that 
increased postage rates are necessary to reduce the national budget. 
When discussions are carried on concerning the reduction of the bud- 
get by any other Government department, savings by reduced spending 
is implied. However, the budget will not actually be affected by in- 
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crease in postage rates—it will be merely a transfer of costs from one 
source to another. 

The CuarMan. Right there. I notice that the President of the 
United States made the statement that one way to reduce the budget 
was to increase the rates in the Post Office Department. I was sur- 
prised that he mixed up taxes coming in with expenditures. In other 
words, he did not differentiate between one as a spending and the 
other as taxation and revenue coming in. I do not know whether you 
noticed that or not. 

Mr. Naum. Well, I did. 

The Cuarrman. In order to reduce the budget. 

Mr. Naum. My opinion is he has been grossly misinformed. 

The Cuarrman. He would not reduce the budget expenditures a bit 
with the increase in taxation over the Post Office Department. 

Mr. Kerwin. Possibly that statement was given to him by the Di- 
rector of the Bureau of the Budget who has been under the impres- 
sion that the Post Office Department used receipts to pay its bills. 

The Cuarrman. Yes. I am surprised that some of the leading peo- 
ple in the administration did not know that all of the money went into 
the general fund and we appropriate each year to run the Post Office 
Department. I was surprised to really know that they were ignorant 
of that vital fact. 

Proceed. 

Mr. Naum. Truly there is no effect on the cost of Government by 
lowering one group’s costs at the expense of another. 

The interests of the users of first-class mail should be protected 
against unfair treatment. Who are the users of first-class mail? 
Chart No. 5 of the Deputy Postmaster General shows that 75 percent 
of first-class letters rate increase would be paid by business and 25 
percent by the public. 

Let us look at business first. Most small businesses depend on first- 
class mail to conduct their business activities, some for advertising and 
promotion, all for mailing bills, checks and correspondence with cus- 
tomers and suppliers. First-class mail is often their precious substi- 
tute for manpower in their competition with big business. 

The small-business man is having a hard time in the face of com- 
petition from all sides, and the need to guard his solvency is well 
understood by our Government. The arguments and pleas for tax 
relief and other help for the small man is too well known to require 
repetition. 

The Cuarrman. Right there. In regard to that it was brought out 
yesterday a great many businesses are right on the verge of closing 
out and that they probably just need a little bit of a push to put 
them completely out of business. Too, it was also brought out that 
if this additional expenditure would be the cost of running a business 
naturally it would be a deductible item from the income tax which 
means that certainly from 30 to 50 percent of whatever you collected 
in stamps would be deducted in the income tax. We would lose that 
much in income tax. 

Mr. Naum. How can it be reasonable to increase his postage ex- 
pense, one of his basic costs of doing business, and at the same time 
talk in terms of helping him to survive. The two steps are mutually 
contradictory. 
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It is unfair and discriminatory to load any part of the public 
service and deficit breeding practices of the post office on the small- 
business man—he cannot afford it—do not soak the small-business 
man with unfair postage rate increases. 

The impact of postal rate increases on department stores, specialty 
shops, and others with their monthly bills and statements will be dras- 
tic, they will experience a radical cost increase at a time when they 
are struggling to make a profit. It will create another cost of doing 
business which they will, of course, pass along to the public if they 
can. 

As to big public utilities and insurance companies they will be 
loaded with a tremendous cost for notices, regular bills, et cetera, an 
added cost to be passed along to the public in future ratemaking. 

As to big business—just another cost to come off their profit state- 
ment—and half or more of it off their tax bill. 

Now as to the use of first-class mail as advertising. About 10 
percent of all first-class mail is advertismg—or roughly 3 billion 
nieces. Incidentally, you might not know how I get that figure, 
Beste I happen to be chairman of the Direct Mail Advertising 
Association committee for estimating annual volume and we have 
made studies and surveys in the use of the mails and that is the fig- 
ure that we have established. 

The Cuatrman. I am glad you explained that. 

Mr. Naum. These are a part of the great business building effort 
that is the foundation of our prosperity. A decrease resulting from 
increased postage rates can have an adverse effect of unknown di- 
mension on our economy. One of the recommendations of the Senate 
advisory group is that the executive branch be directed to make a 
survey of the impact of increased postal rates on the economy. 

In general, however, postal rate increases will directly reduce 
corporate and unincorporated business profits. The result is reduced 
tax payments perhaps of 30 to 50 percent of the amount of the increase. 

The Cramman. You used the very same figures I used. 

Mr. Naum. Budgetwise the Post Office Department’s gain is the 
Department of Internal Revenue’s loss. 

When the average businessman is led into a discussion of postal 
rates his first comment is, “Why should there be any postal deficit ? 
Why shouldn’t the Post Office be on a sound businesslike basis?) Why 
shouldn’t the users of the mails pay their way ?” 

For years, following that opening, I have been patiently explain- 
ing to the businessman—who had never given the matter a second 
thought—about the facts of life of the Post Office Department—and 
so-called deficits, ete. It takes time but it always results in a new 
point of view. 

Mail class deficits are a key part of this explanation. Many have 
heard of second-class mail deficits and think that these should be 
eliminated along with the rest. Then it must be explained that the 
low second-class rate is a policy of the Congress, that radical increases 
in this rate are unpractical and unrealistic, and that in the opinion 
of most Congressmen would do unlimited economic harm to our 
distribution system that is the foundation of our prosperity. They 
believe also that the educational and unifying values of our un- 
numbered cultural industrial and scientific magazines would be dam- 
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aged by raising second-class rates to make them carry their full share 
of present so-called costs. 

Now, if you go along with the assumption of the impracticability 
of raising such rates the next question is: Shall the users of other 
classes be taxed for that loss or should the general public be taxed as 
the beneficiaries? A statement of postal policy in that area would 
once and for all give the direct answer to that problem. 

Certainly businessmen are willing to pay their own fair share of 
actual efficient mail delivery costs. However, before rates are in- 
creased the Congress should make a true statement of postal policy 
and not burden business with post office practices not based on the 
service they require which is the delivery of mail. 

We told Secretary Weeks in our meeting with him. When I say 
“we” we had a meeting in his office, Mr. Dwight, the president of 
the ANPA representing second class and I represented first class, 
Harry McGinnis represented the third class, and also Louis Rooden 
of Spiegel’s in Chicago represented third class and is also interested 
in fourth class, and I am trying to think of the man from the printing 
industry—Mr. Shields of Judd & Detweiler—representing the Print- 
ing Industry of America, and in our meeting with Secretary Weeks, 
the meeting of all the groups, we told him that we wanted to know 
two things: (1) We wanted him to find out the ultimate and actual 
impact of rate increases or potential rate increases on industry because 
we felt that that was within the area of his Department, and further- 
more, we told him that after there had been a satement of policy and 
these things were disentangled then businessmen were willing to pay 
their own fair share of actual efficient mail delivery costs. 

As to the private citizens’ use of the mail the Deputy Postmaster 
General’s chart No. 5 shows 25 percent of first class as public use— 
$238 million in fiscal 1955. The reduction to per family as to per 
capita is, of course, a mere mathematical computation, because there 
is no evidence that all families use the mails equally. My belief is 
otherwise, that a distribution of the personal postage bill would show 
wide variation of use, and rate increases would once again unfairly 
burden the private user—approximately $80 million of added costs. 

I would like to bring to the attention of the committee the fact that 
the 1932 increase of first-class postage from 2 cents to 3 cents was not 
a postal rate increase in the ordinary sense. This is the discussion of 
the fact it was done by the Ways and Means Committee, and for 25 
years the first class paid its cost. There are no new members on this 
committee so I do not think I need to go into that subject. 

Before the citizen user of the mail is taxed to pay the public serv- 
ice and excessive costs of the Post Office Department the Congress 
should definitely make a statement of postal policy, and then set 
rates, and not have a stamp tax on the user of first-class mail to the 
benefit of other classes, or of the general public. 

One point I would like to discuss is the alleged attitude of indiffer- 
ence of the public toward first-class rate increases. First of all, be- 
cause of repeated publicizing of the phrase, “post office deficit,” a 
feeling of guilt has been unfairly created. It would be necessary to 
subject the so-called surveys concerning public opinion on this sub- 
ject to careful scrutiny by experienced research experts to determine 
whether the cross section was correct or whether they were adequately 
informed when they gave their opinion. 
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Next is an unknown factor that makes all the projections of the 
proponents of rate increases open to question. How much will the 
use of first-class mail be decreased by a rate increase? Then that 
is a discussion of the impact of rates and increases. I can leave that 
out. Also the fact that the post office is the most productive of all 
departments—it returns 88 percent. 

n closing, the first-class mail users who provide 40 percent of the 
revenue should not be asked to carry an added load, until there has 
been an adequate statement of postal policy. It would truly be a 
stamp tax—traditionally a repulsive conception to the American 
people. Only a statement of policy before ratemaking is approached 
will put this whole problem in its proper perspective. 

Thank you. 

The Cuarrman. Are there any questions of the witness? 

Mr. Nahm, we certainly appreciate you coming before us this morn- 
ing and giving us this information. 

r. Naum. Thank you very much. 

The Cuarrman. The next witness is Mr. Bernard E. Esters, chair- 
man of the legislative committee, National Editorial Association. 
You may proceed Mr. Esters. 


STATEMENT OF BERNARD E. ESTERS, CHAIRMAN, LEGISLATIVE 
COMMITTEE, NATIONAL EDITORIAL ASSOCIATION 


Mr. Esters. My name is Bernard E. Esters. I am the publisher 
of a weekly newspaper in Houlton, Maine. I am appearing before 
you this morning in my capacity as chairman of the legislative com- 
mittee of the National Editorial Association, made up of more than 
5,500 weekly, semiweekly, and small daily newspapers distributed in 
every State in this Nation. 

As I express the appreciation of this association for your courtesy 
in permitting this industry to make known to you its views on the 
matter now before you, may I also add those of the other newspapers 
who make up the remainder of the more than 8,400 small publications 
which comprise that vital segment of our national economy known 
familiarly as the small-town press of America. 

At the outset, we feel it is fitting that we commend the chairman 
of this committee, and his colleagues, who have so clearly recognized 
the proportions of this perennial problem of endless controversy and 
who undertook, through the means of the appointment of the Citi- 
zen’s Advisory Council, whose report you are here considering, to 
resolve, if possible, some semblance of agreement from among the 
many-sided differences of opinion which have for so long surrounded 
this whole complex matter. 

Not by any means the least to be thanked for their willingness to 
attack such a monumental task of such complexity and such diverse 
interests and to have persevered until a comprehensive study has been 
completed and a report released, are the seven men who have affixed 
their names to this document. 

The Cuamman. Let me say right here for the information of the 
public and to disavow any statement that has been made to the con- 
trary that when I made these appointments I made them without even 
discussing with any of the individuals their beliefs in regard to mat- 
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ters pertaining to the Post Office. I appointed one man from my 
hometown, Spartanburg. I had never talked to him, I do not think, 
as well as I can remember, anything about the post office whatsoever. 
He was president of a small college in my hometown but a very out- 
standing college president. He comes from a family that has devel- 
dped college men. I had never heard how he stood on postal policy 
matters and I could say the same thing in regard to other appoint- 
ments that I made, that I did not discuss the matter with them and I 
wanted somebody that was out in the field, so to speak, and not in 
politics and somebody that would bring in a report that I thought 
would be fair to all concerned. That is what I tried to do. 

Mr. Esters. Thank you, Mr. Chairman. 

For this committee to have produced conclusions agreeable to all 
conflicting viewpoints would, in our humble judgment, have been the 
perpetration of a miracle unsurpassed since the beginning of time. 
We do not believe these men make any such supernatural pretense ; we 
do believe they have given the most thorough and conscientious 
thought to their task. It seems likely the results of their deliberations 
represent sincere convictions. 

At this point I would like to point out that even though I am the 
official representative of the National Editorial Association it would 
be wrong for you to assume that I express opinions that are held 
unanimously among our membership or among the rank and file of 
small-town newspapers. No association is composed of a greater num- 
ber of rugged individualists than is the National Editorial Associa- 
tion. It 1s quite probable some of the opinions of its members about 
the Citizen’s Advisory Council report will be more colorful than 
thoughtful, either pro or con. However, I believe the viewpoints that 
I will express will be found to coincide with the thinking of the 
majority. 

This industry, which I have described as the smalltown press of 
America, has, from the early beginning of this Nation, had a very 
close concern with the matter of postal rates as they have had a bearing 
on the costs of getting our publications to our subscribers through 
the mails. 

We would be the last to deny that our medium has had fair treat- 
ment in the matter of considerate postal rates since the days of the ori- 
ginal concept of postal facilities as an indispensable avenue for the in- 
expensive dissemination of news, information, and educational matter 
throughout our young Nation. 

Likewise, we are obliged to agree that there still must remain to- 
day considerable basis for this historic treatment of newspapers and 
periodicals to be continued, in order that the unimpeded dissemina- 
tion of news and information shall be maintained. This is one of the 
conclusions of the Citizen’s Advisory Council report. 

At the same time, gentlemen, let me make it crystal clear so that 
there will be no misunderstanding now or later this smalltown news- 
paper industry for which I speak beset though it may be by more 
than its share of economic maladies, does not request nor require, 
preferential treatment in the matter of postal rates. We do not nor 
will we seek considerations which can be construed as favorably 
discriminatory. 

We say now as we have said before and will say again that we are 
quite willing to pay our share of justifiable costs of maintaining sec- 
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ond-class mail service. Please note that the word “justifiable” is 
heavily underscored for obvious reasons. We are as aware as is any 
other industry that no segment of our economy, Government depart- 
ments included, is free from constantly rising costs of operation. 
We are also aware in this specific instance that not all new costs, nor 
many old ones, can fairly o imposed on various categories of mail 
users. 

We also wish to repeat here again a position we have taken many 
times before, namely, that we are unwilling to concede to the Post 
Office Department or to the Congress, any rights to enforce payment, 
under the guise of rates for postage, any expenses which should more 
justly be itemized against and paid for as costs of public service. We 
still ioliens that such charges, in whatever proportion this committee 
may finally agree upon, should be paid for in some more equitable 
manner than imposed entirely on mail users. 

We are not prepared to say that the Citizen’s Advisory Council 
report provides an exact pattern from which fair percentages may 
be arrived at, Certainly its context is comprehensive even though 
the elements of controversy may not yet have been fully resolved. 

It is our understanding that one of the purposes of this hearing is 
to bring to light facts about the economic impact of postal rate ad- 
justments on various heavy mail-using industries to provide a basis 
for guiding this committee toward decisions which will be fairest to 
all concerned. For this reason we do not presume to speak, in any 
particular, for substantial users of second-class mail other than 
weekly, semiweekly, and small daily newspapers or for users of any 
other classes of mail. 

We would likewise expect that mail users in other or the same 
categories will have the same consideration as far as we are con- 
cerned. It would seem unwise to venture an opinion without being 
fully informed or at least a party at interest. 

We do not believe it is within our province to advise this com- 
mittee on how it should proceed or what it should decide. It is made 
up of highly qualified men. As far as our industry is concerned, at 
least, it seems highly preferable the final answer be theirs. But we 
do believe very definitely they should produce an answer, whether or 
not it is inspired or motivated by the text or the theme of the Citi- 
zen’s Advisory Council report. 

No one in business today can fail to acknowledge that every busi- 
ness operation, whether it be public, private, or governmental, must 
wage continuous and unrelenting warfare against constantly rising 
costs. 

The Cuatrman. The main thing that you have been fearful of, and 
I imagine you have been fearful of that for years, is an alleged deficit 
in the post office. You are always afraid that some legislature will 
unduly raise the postal rates and set you all out of gear. 

Mr. Esters. That is right, sir. 

The CHarrman. Proceed. 

Mr. Esters. The struggle on the part of management to keep income 
and expenses in some sort of favorable balance, is unending and no 
doubt will continue to be so. This constant battle has no relationship 
with the size of an industry or an individual firm. 

For this reason, it is quite plain why business concerns, large and 
small, as well as entire industries, are obliged to defend themselves 
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a every threat to their financial security. It is certain that those 
who depend on heavy use of the mails for their business life can be 
no exception nor can their right to fight for their economic life be 
logically challenged. We freely recognize that right for others as 
well as ourselves. 

It seems likely and reasonable that the historic concept that the 
Post Office Department was originally intended to absorb the costs 
of or otherwise find the money to pay for, many activities not properly 
allocable to it, must still exist in considerable degree, although there 
is evidence it may have been lost sight of in the heat of this current 
controversy. 

It is equally conceivable that the zeal of those who argue that all 
Post Office Department costs should be publicly underwritten to 
enable it to manage a pay-is-own-way program may have carried their 
demands beyond what we believe may be the justifiable level. Again 
the word “justifiable” is underscored. 

The Crarrman. Personally they would be no more justified in 
making the Post Office pay its way than they would in making Agri- 
culture pay its way, and goodness knows I am on the Agriculture 
Committee and I know it would be an unbearable burden if they would 
make the farmers of this Nation carry all the costs of the protection 
that they get from the Government. 

The same is true in the Post Office Department. It is so interwoven 
in our economic well-being that you might say the business of the 

ost office is the business of practically every business in the United 
tates. 

Proceed. 

Mr. Esters. Somewhere between these two extreme viewpoints 
which have been publicly expressed following the release of this re- 
port may lie a solution which, while it is unlikely wholly to appease 
the determined proponents of either school of thought, should come 
as near being fair to both sides as this committee can be expected to 
Fe It is our hope this committee may be able to isolate this answer. 

he task, we concede, will not be easy but its successful accomplish- 
ment is critically important whether arrived at from the material at 
hand or from other considerations. 

The reasons which originally may have inspired the idea behind the 
appointment of the Citizen’s Advisory Council will not be reduced in 
their importance regardless of the ultimate disposition of the text of 
its report. It will be regrettable, indeed, if this time-consuming pro- 
ject, to which so much conscientious effort seems to have been devoted, 
shall not find its proper place in the ultimate solution of the problem 
toward which it was directed. 

In conclusion, Mr. Chairman, may I, on behalf of the small-town 
press of America, thank this committee for its willingness to permit 
the expression of these few opinions on the matter with which you are 
currently occupied. 

Thank you. 

The Cuamman. We certainly thank you for coming before us here 
and giving us your views especially of the small weekly newspapers 
and the small daily newspapers. Of course, I realize more fully than 
a lot of the general public, I think, that it is just impossible to single 
out the Post Office and say, “You are one Government agency that 
must pay your way.” 
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Mr. Esters. That is right. ; 

The Cuarrman. Then, too, the post office is helping to disseminate 
education to the public. That is another thing that we are doing 
which I think is very, very important to keep an enlightened public 
and keep up with what is going on. 

Remember that we are a Government not run by dictators; if that 
were not so we would not need to do some of these things, probably, 
but we have a different form of government, thank the Lord. 

Mr. Keri. I have one question. 

I wonder if you would give an expression of your views about the 
special exemption for newspapers having circulations of 5,000 or less. 

Mr. Esrers. Well, that exemption so far as wages and hours has 
been in existence since 1938. I presume the same reasoning may have 
been applied to the exemption on the postal rates. That appears be- 
fore the House, I believe, at the last Congress. 

Mr. Kerutn. I was interested to learn whether you agree with the 
special consideration ? 

Mr. Esters. To be honest with you we have not polled our member- 
ship on that and I cannot speak for the membership on that matter. 
I do not know what their opinion might be. I could not speak with 
authority unless I had a cross section of opinion and opinion most 
certainly is divided. 

I do say that our opinion among our industry is very much divided. 

Mr. Keriin. Thank you. 

The Cuairman. We certainly thank you for coming before us this 
morning. 

I notice we are running out of time. If the next witness thinks he 
can get through in time, will he come forward; if not, we will call 
another meeting later. We are meeting at 11 o’clock this morning and 
we have to adjourn right on time. We do not have authority to meet 
beyond the appointed time. 


Mr. O. R. Strackbein of the International Allied Printing Trades 
Association. 


STATEMENT OF 0. R. STRACKBEIN, LEGISLATIVE REPRESENTA- 


TIVE, THE INTERNATIONAL ALLIED PRINTING TRADES ASSO- 
CIATION 


Mr. Srracxpetrn. My name is O. R. Strackbein. I represent the 
International Allied Printing Trades Association as this first page 
shows. This association is composed of five international printing 
trades unions affiliated with the AFL-CIO. 

We have read the report of the Citizen’s Advisory Council and 
wish to commend the Council upon the very sensible report that it has 
rendered. In previous appearances before this committee and the 
corresponding committee in the House of Representatives we re- 
peatedly called for the adoption of a postal policy before under- 
taking to adjust postal rates. 

We also called for a cost study that would provide the congres- 
sional committees with reliable data on which to make rate determi- 
nations, 

It seemed to us only commonsense that if you were going to deal 
with postal rates and postal deficits there should be some guiding 
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policy. We felt that unless you had such a policy you really could 
not tell where you were going. And, therefore, we were delighted to 
see that this Council was upon it and that they rendered a report. 

In a previous statement before this committee we said: 

* * * it appears to us as if a justification for a postal deficit can be found 
in the public benefits that are to be derived from a postal service conducted 
at as low a cost as possible in providing publications that serve the reading public 
in general and not merely a small segment; that help in universal education, 
in keeping the public in general informed and interested in the affairs of their 
cities, their States, their countries, and of the world as a whole, in keeping 
alive what is of value and precious in the practice of freedom of the press; 
in providing media of expression in the arts and sciences, open to all; and in 
the development of critical judgment in numerous fields of human endeavor. 

The Crarrman. We have a little newsboy that comes around and 
delivers the paper every morning. I think I pay $1.95 a month to get 
him to deliver the paper to my home every morning in order for me 
to get that news because I think it is important that I find out just 
what has happened the day before so that I may use that information 
to represent my people. 

That is a good illustration, I think, of how important it is to get 
the newspapers and magazines to the public. 

Mr. Srrackpern. We did add that while we believe such a subsidy 
to be justified, we do not think that it should be open for the enrich- 
ment of purely commercial enterprises. What there is in the nature 
of a subsidy should be dedicated to the ends just mentioned and those 
of a similar character. 

It will be seen from this that we do not regard the postal distri- 
bution system as representing exclusively public service. We do not 
say that all that enters the mails performs the kind of public service 
that would entitle it to a subsidy. Therefore, we do not say that 
the expenses of the postal service should be covered entirely from 
the public revenues as is the case in providing for the national de- 
fense. What we do say is that there exists elements of public serv- 
ice in the operation of the postal department and that these are as 
much entitled to public support as are the operations of other execu- 
tive departments that look to Congress annually for appropriations. 

Our past conclusion that there was an aspect of public service 
in the postal system still represents our view. At the same time we 
recognize that this of itself is not sufficient as a guideline pointing 
to specific action. 

In its letter of transmission to the chairman of this committee the 
Citizens’ Council said: 

The council has * * * concluded that the post office is and has been and 
should continue to be primarily a service to the American public. 

And we agree with that. 

But, as has just been said, this conclusion does not solve the prob- 
lem. On the other hand, adoption of the conclusion would provide 
a point of departure. It would represent fundamental policy. And 
that has been lacking. 

If this council’s conclusion is sound, as we think it is, it means that 
so-called postal deficits will be, as they should be, regarded in a dif- 
ferent light from the current one that makes it appear as if the Post 
Office Department suffers from chronic and perhaps culpable inabil- 
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ity to make both ends meet. We do not think that is fair to the Post 
Office Department. 

We think that the Citizens’ Council rendered a useful service in 
presenting data on the costs of measurable services performed by other 
executive departments that are fully covered by the Treasury. 

Among these are the services of the Patent Office. The costs are 
shown as $11.2 million in 1955. The report states that the nature 
of the services are measurable and that minimum charges are indeed 
made. It says that all costs could be charged against the user if that 
were congressional policy, which it evidently is not. The benefits go 
directly to individuals or companies. Yet the charges made are in- 
sufficient to cover the costs and the results are a deficit just as clearly 
as the shortfall of the postal service is a deficit. 

Why should the postal deficit stand in a category by itself? 

The council’s report also covers the services of the Bureau of Stand- 
ards. It says that the expenses could all be charged against the users 
of the services. Yet this is not done. It is a matter of public policy. 

The report mentions other similar services by executive depart- 
ments that could be measured and charged to the users. Among them 
are the services of the Civil Aeronautics Administration, Federal 
Communications Commission, and as you previously mentioned, Mr. 
Chairman, the Department of Agriculture. It also lists airline sub- 
sidies and shipbuilding subsidies. None of these subsidies are re- 
ferred to as deficits of the executive departments that bestow them. 

It is our opinion that many elements of postal service have as dis- 
tinct a public-service aspect as any of those listed above, if not 
more so. 

In 1951 we said: 

The fact is that large deficits have been incurred [by the postal service] and 
that they have been covered by general tax revenue. No one has claimed that 
this is unconstitutional. No one has maintained that it is illegal; nor has it 
been held to be immoral. What then condemns a postal deficit? 

It is held to be unbusinesslike. It is regarded as reflecting on the efficiency 
of the management of the postal service. But it is obvious, Mr. Chairman, that 
the service is not operated as a business. It lacks the profit incentive. It 
lacks the spur of competition. Postmasters are appointed, or at least were, 
under the patronage system. 

The council’s report offers adequate evidence demonstrating that 
the postal service is not a business and cannot be run as a business 
unless drastic changes were made, such as elimination of parts if not 
all of rural free delivery, star-route delivery, c. 0. d. service, money- 
order service, registry, and so forth. 

But no one suggests dropping these loss-producing operations. 
Therefore, they must be paid for. 

The question then arises whether users of other parts of the postal 
service rather than the general public should make up these losses. 
The answer seems clear enough that if the services are continued as 
a matter of public policy the public as a whole should pay for them. 

If this principle 1s accepted, as we think it should be, the way should 
be open to a determination of what elements of the postal service are 
to be regarded as public service and therefore entitled to be treated as 
such. 

Such determination could be made by Congress itself after investi- 
gation and hearings. Particular postal services could be designated 
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as sufficiently broad in their benefits to classify them as entitled to 
public support. 

With a cost-ascertainment system available it would then be possible 
‘to arrive at actual dollar costs of the various elements of service con- 
cerned. The council’s report itself shows the way. It is not neces- 
sary to agree with the figures supplied by the council. Some of them 
are frankly estimates. But the framework is there in what appears 
to be a quite adequate form. 

If in any one year the postal receipts fell short of expenditures it 
could be ascertained what elements of the service contributed to the 
deficit, and how much. It could be further determined whether or to 
what extent the deficits were derived from those services that had been 
designated as public services. 

The data could readily be reduced to percentages; and the amount 
of rate adjustment, if any, needed to cover the deficit of the classes 
of services not regarded as public services could be ascertained. 

The Cuarman. Off the record. 

( Discussion off the record.) 

The Cuarrman. On the record. Proceed. 

Mr. Srracxpern. While there would be difficulties in arriving at 
acceptable cost figures, the trouble could not lie either in a lack of 
policy or in not knowing what to do. We recognize, of course, that 
the question of cost ascertainment in an organization as complicated 
and widespread and far flung as the Post Office Department does offer 
great difficulties, but if you have the policy laid down then you have 
an objective to which to work and in time we feel sure that a satisfac- 
tory cost-ascertainment system could be developed. 

It would become a matter of competence of those entrusted with the 
particular tasks. 

Obviously much more could be said on the subject; but we believe 
that some of this must come later and after the report is disposed of. 

In the meantime we strongly urge that the principal recommenda- 
tions of the report be adopted. We support in particular the first 3 
of the 6 recommendations listed on page 64 of the council’s report. 
We also agree wholly with No. 6. We do not oppose Nos. 4 and 5 but 
do not presently have a position with respect to them. They appear 
to be sound in principle. 

For convenience the recommendations referred to here are as 
follows: 

1. Congress should enact a modern postal policy now to lay the 
groundwork for subsequent consideration of proper rate adjustment. 

2. Such a policy should enumerate and separate the costs to be borne 
by users of the mails from those to be met in the public interest ‘by 
appropriation. 

3. Congress should reaffirm its responsibility for and power to set 
all postal rates so that a uniform policy once established can be 
maintained. 

4, Congress should direct the executive branch to make an im- 
mediate survey of the impact of postal rate increases on the economy, 
especially on small business. 

5. Congress should direct the Post Office to request adequate appro- 
peice for research and capital improvements compatible with the 

ighest standards of modern business efficiency and provide for a 
periodic review by the Congress of progress achieved. 
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6. Improvement in postal service and better working conditions for 
postal workers can only come about if wage scales are adjusted on 
the basis of merit and economic conditions, and not tied to postal rates 
or postal revenues. 

That is all I have, Mr. Chairman. I want to thank you for the 
opportunity to testify. 

The Cuarrman. We certainly thank you. 

Do you have anything else you wish to say ? 

Mr. Srrackeern. I have been under no pressure at all, Mr. Chair- 
man. Thank you. 

The Cuatrman. I hope that no one has been under pressure here 
this morning. I thought at one time that I was, that I had to get 
to the Senate at 11 o’clock. I find that I do not have to be there until 
12 o’clock. 

Are there any questions? 

Mr. Kerutn. I would like to thank Mr. Strackbein on behalf of 
the Citizens’ Advisory Council for his words of commendation for 
their effort. You spoke of the public service in the Post Office De- 
partment. There certainly was an element of public service and a 
contribution by the seven-member advisory council. They served 
without compensation; they were here in Washington; they were in 
post offices; they were dade the problem on weekends, over one 
holiday that I know of, away from their home and family, their 
business. Certainly there was a great element of public service in 
what they did in behalf of this subject. 

What the chairman said about his knowledge of them I happen to 
know that the chairman for the first time met some of these men after 
they had been recommended by other members of the committee and 
appeared here in Washington to serve. Unfortunately there are some 
who have criticized their service because they do not agree with their 
position, but there was a great element of public service in their con- 
tribution. 

The CuarmrMan. Two of them I appointed for personal reasons, I 
will accept that. Bill Doherty was appointed because he was familiar 
with and stood for the best interests of Government employees and he 
was familiar with and had been on other advisory committees. 

The man that I spoke of, Dr. Gaines from Spartanburg, is one of the 
outstanding men of the South. 

Mr. Srracksetn. Mr. Chairman, it is my impression from read- 
ing the report that they did a conscientious and competent job. I have 
read the criticisms and I have noted them, but I feel that the council 
rendered a public service. 

The Cuarrmman. Thank you. 

I can say the same thing for this council and the one that Senator 
Carlson had. I think they both did good jobs. We had the advan- 
tage of using that report, and we did use it, and it was turned over to 
them and they studied it thoroughly. 

Is there further discussion ? 

We certainly thank you all for coming here this morning. We will 
meet again at the call of the Chair. 

The committee is adjourned. 

(Whereupon, at 11 a. m., the subcommittee was adjourned to recon- 
vene at the call of the Chair.) 
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WEDNESDAY, MAY 15, 1957 


Untrep Srates SENATE, 
CoMMITTEE ON Post Orrice AND Civit SERVICE, 
SUBCOMMITTEE ON Postat Po.icy, 
Washington, D.C. 
The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room 135, Senate Office Building, Washington, D. C., Olin D. 
Johnston, presiding. 


Present: Senators Johnston (chairman of the committee), Scott, 
and Carlson. 


Also present: J. Don Kerlin, staff member, and Frank A. Paschal, 
staff member. 
Senator Cartson. The committee will come to order. 
The chairman will be detained for a few moments, and I have been 
asked to open this peer. We are very happy to have this morn- 
a 


ing as our first witness, Paul A. Nagle, president of the National 
Postal Transport Association. 


Mr. Nagle, will you come forward. 
Mr. Naeiz. Thank you, Mr. Chairman. 


STATEMENT OF PAUL A. NAGLE, PRESIDENT, NATIONAL POSTAL 
TRANSPORT ASSOCIATION 


Mr. Nactz. Mr. Chairman, my name is Paul A. Nagle. I am presi- 
dent of the National Postal Transport Association, representing 30,000 
employees of the Post Office Department’s Postal Transportation 
Service. 

I appear before you this morning in general support of the con- 
clusions reached in the report of the Citizens’ Advisory Council, 
entitled “The Post Office as a Public Service.” 

The first recommendation of the council is— 

Congress should enact a modern postal policy now to lay the groundwork 
for subsequent consideration of proper rate adjustment. 

This recommendation is sustained by the Carlson report, Senate 
Report No. 1086, 83d Congress, 2d session, March 24, 1954, pursuant 
to Senate Resolution 49. On page 18 of that report it is declared: 

Whenever Congress adjusts postal rates it considers, with varying degrees 
of emphasis, three basic criteria. They are, first, the effect of each class of 


mail on the general welfare; second, the value of the service rendered by the 


Post Office Department to each class; and third, the cost incurred by each 
class. 


249 








250 POSTAL POLICY 


In regard to the general welfare, the report continues : 


The general welfare concept is illustrated by the low postal charges for the 
editorial portion of periodicals and newspapers, books, and for matter for 
the blind. To promote the educational, civic, and religious development of our 
people, Congress has also set preferential rates for matter mailed on nonprofit 
basis by religious, educational, scientific, philanthropic, agricultural, labor, vet- 
erans, and fraternal organizations. 

We agree with the report of the Advisory Council that public- 
welfare considerations cannot be measured precisely, but that the cost 
for the public exists for the common good and should be « -omnpens: ated 
from the Treasury. We find it difficult to imagine how the postal 
deficit can be computed with any degree of exactness when there have 
been determined no standards for measurement of value to the public 
welfare. 

The Advisory Council’s report wisely presents the narrative of the 
way in which, in 1794, Congress first attempted to put the post office 
on a pay-as-you-go basis by demanding that any new postal routes 
would be established only if they produced revenue equal to their cost 
of operation. ‘The report continues with the explanation of the 
fashion in which this type of restriction soon had to be discarded 
because of its obvious tendency to impede expansion of the new 
republic. 

The report includes comment on the way in which, in 1844, a postal 
commission of the United States Congress rejected the self-sustaining 
theory and declared that the postal service— 
was created to render the citizen, worthy by proper knowledge and enlighten- 
ment, of his important privileges as a sovereign constituent of his Government. 

Equally pertinent is that part of the Postage Rate Act of 1863, 
which eliminated the distance factor in letter rates and provided for 
a direct appropriation of $500,000 per year to “supply any deficiency 
that may arise in the postal service.” The National Postal Transport 
Association finds itself most particularly interested in section 7 of 
that act, in which it was provided that— 

No post office now in existence shall be discontinued, nor shall the mail service 
on any mail route in any of the States or Territories be discontinued or dimin- 
ished, in consequence of any diminution of the revenues that may result from 
this act, and it shall be the duty of the Postmaster General to establish new 
offices and place the mail service on any new mail routes established or that 
may hereafter be established in the same manner as though this act had not 
been passed. 

We of the National Postal Transport Association have been wit- 
nessing a long and disheartening series of curtailments in Postal Trans- 
port tation Service. In countless instances, we have seen distribution 
withdrawn because it was said that the service rendered did not 
“Justify the cost.” The cited section of the 1863 law has not only 
been lost, it has been reversed. The service motive is being replaced 
by the profit motive. We continue to feel that the Post Office Depart- 
ment is a service, and not a revenue-producing agency. 

Repeatedly, we had made recommendations to the Post Office De- 
partment that highway post office routes be established or extended. 
Almost invariably, our presentations have been met with a negative 
response that improvements which would result would not justify 
the cost. We have witnessed steady contraction in amounts of rail 
distribution space and in numbers of trips. In the instances wher 


POSTAL POLICY 251 


the Post Office Department has admitted to delays being created 
by such withdrawals, we are told again that those delays are so slight 
as not to justify continuation of the service. 

There has been an increasing tendency to eliminate or reduce dis- 
tribution space at or near railroad terminals and the allegation is put 
forward that consolidation with local post office facilities can be made 
without enough delay to justify continued railroad terminal opera- 
tion. 

In the area of airmail services, we are told that lease costs for 
distribution space at airline terminals are so great as not to justify 
enough distribution space to insure that connection mails are handled 
in Postal Transportation Service airmail field installations rather 
than by trucking to and from downtown facilities. 

Mr. Chairman, it is extremely significant that on February 9, 1957, 
acting in defiance of a direct recommendation of a report entitled, 
“Transfer of Certain Mail Handling Activities from the Newark Air 
Field to the City Post Office,” prepared by the staff of this distin- 
guished committee, the Post Office Department made changes in the 
operation of the airport mail facility at Newark, which, we are con- 
vinced, are directly in contradiction to the theme and intent of the 
cited section of the 1863 statute. 

The report showed that the personnel assigned to the airmail facil- 
ity, the personnel assigned to the Newark post office, and officers of 
certain interested airlines, were unanimous in their opposition to the 
change which was instituted. The report commented that while there 
are unquestionably savings and service improvements which might be 
accomplished, “the transfer of work from one installation to another 
does not stand out as a solution.” 

The report continued with the observation that— 

If the same time and effort given to this proposed change by top management 
in the regional office had been devoted to improved dispatch schedules, distribu- 
tion schemes, work assignments, employee morale, and many other such matters 


having a direct bearing on the efficiency and productivity of both offices, sav- 
ings of a sizable amount would be an accomplished fact rather than a future 


promise. 

I would like to say here, in the course of a meeting we are having 
in the Nation’s Capital this week, I received some information which 
bears on this changed operation in Newark, N. J. During the latter 
part of 1956, the National Postal Transport Association collected cer- 
tain data in regard to the service that was afforded by the operation 
and the man-hours that were involved. 

Just yesterday, I learned that by comparison with a 2-week period 
beginning November 11 through November 25, the Newark airmail 
field operation required 2,214 hours. By contrast, the similar period 
in March of this year at the Newark post office required 1,210 regular 
hours and 2,710 auxiliary hours for a comparative figure of 3,920 as 
against 2,214. 

That is, on the basis of this unofficial data, approximately double 
= anger of time that had been required for this operation in 
Newark. 

Senator Cartson. As I understand, this was a transfer of the opera- 
tions from the airport to the city post office ? 

Mr. Naatr. That is correct. 
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At about the same time that this committee was completing 
the report on the Newark operation, the State of Mississippi 
was annoyed and apprehensive over proposals for the withdrawal of 
highway post office service. In the course of a meeting at Jackson, 
Miss., chamber of commerce representatives were told by Post Office 
Department people that the towns served by the highway post office 
were too small to warrant the operation of such highway post offices. 

On December 1, 1956, in Fort Wayne, Ind., the terminal postal 
transportation service operation was discontinued and the installa- 
tion previously housing that operation was designated the Baker 
Street annex. Prior to the discontinuance, the National Postal 
Transport Association charged that any transfer of function would 
result in a delay in some instances of 24 hours to the Fort Wayne area, 
including northwestern Ohio and east central Indiana. 

Newspapers in the Fort Wayne area carried a story attributing to 
the district operations manager, an admission that some delays would 
result. We maintained that the change would be expensive in terms 
of manpower hire. Although we have no official, detailed schedule 
of man-hours of service, we do know that there has been some over- 
time employment because of the changed operation. We have learned 
also that the mail handler force at the Fort Wayne post office has 
more than doubled since the change in jurisdiction. 

We have learned similarly of instances of positive delay as we pre- 
dicted would develop. Members of the National Postal Transport 
Association performing service on railway post office trains operating 
through Fort Wayne have advised us that they are now receiving 
mails on morning trains bearing postmarks from the evening before, 


which, under previous operating a were dispatched on 


nighttime trains insuring earlier delivery. Certainly, this distin- 
guished committee will agree that such a condition is in strking de- 
parture from the policy laid down in 1863. 

On April 28, there was withdrawn from the New York & Pitts- 
burgh Railway post office, letter mail destined for delivery in the 
city of Pittsburgh which previously had been receiving delivery on 
the day of arrival in Pittsburgh. The tests conducted by the National 
Postal Transport Association indicate that letters mailed in the Pitts- 
burgh post office, coincident with the arrival of an RPO carrying dis- 
tributed Pittsburgh City mail averaged a delay of from 24 to 48 
hours for the pattern set for such mail distributed en route. When 
Pittsburgh newspapers reported that the postal patrons in the Pitts- 
burgh area would suffer as a result of the withdrawal of distribution 
in the railway post office cars, the Post Office Department published 
a misleading story that it was planning to transport this mail by 
air. At the same time, it admitted that it was using 50 man-hours to 
handle this mail in the Pittsburgh office, double the number of hours 
previously required to handle it en route. 

These individual impairments are claimed by the Post Office De- 
partment to create only slight delays. Their sum results, however, in 
the erratic postal service currently prevailing throughout the coun- 
try. Certainly there can be no doubt that, in establishing a postal 
policy, the concept of improvement rather than impairment of serv- 
ice should be the sole objective. 

Mr. Chairman, we find ourselves obliged to question that part of 
the report of the advisory council which bears upon the transporta- 
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tion of mail by truck. Our experience has been that in some in- 
stances trucking costs are set up on what was termed by the president 
of the Pittsburgh & Lake Erie Railroad to be “mission: ry ens! 

In a letter to the Postmaster General dated February 18, 1957, 
President Barriger of the Pittsburgh & Lake Erie commented that 
such rates 








offered by highway carriers at the outset in order to obtain the traffic may 
enable the Bureau of Transportation for the Post Office Department to show 
temporary reduction in comparison to rail rates. However, if all costs are 
considered, not only the Bureau of Transportation but of the other sections 
of the Post Office Department as well, you may find that in the long run the 
cost of truck transportation will not be less than the cost of rail transportation. 

The Pittsburgh & Lake Erie situation is especially pertinent for 
the discussion cf postal policy because with the withdrawal of mail 
transportation revenue, the railro: ad was forced to withdraw its train 
service. Thus, we have a situation where railway post offices are 
themselves withdrawn and where the entire traveling community is 
deprived of passenger service as a direct contrast to the 1863 act. 

it is ironical that the curtailment has caused the railroad to sell to 
Canada’s Quebec, North Shore & Labrador Railway Co. equipment 
so sorely needed in these United States. In commenting upon the 
sale, Lake Erie’s President Barriger remarked that— 

The depart ire of these cars from the United States is the end product of the 
Bureau of Transportation's policy of liquidating this country’s railway mail 
service, 

The Pittsburgh & Lake Erie situation is made int preatng further 
in that our people report that the drivers employed by the contractor 
now transporting the mail received salaries of approximately $1.50 

er hour. 

Si rely this Congress should properly fill the void and create a 
set of : andards where it would no longer be a policy or lack of policy 
through which substandard wages are made the lever for a claimed 
reduction of postal costs. 

The results of this type of program in the letting of contracts 
reached their logical extreme on a single highway age office route 
mer ware Louisville, Ky., and St. Louis, “Mo., where, in a period of 2 
years, 95 different oper: ators were employed. 

T ie report of the Citizens’ Advi isory Counc il recommends that there 
be provided “adequate appropriat) ons sp the research and capital 
improvements” in the postal service. The National Postal Transport 
Association is all in favor of capital improvements, but we believe that 
they should be actual rather than apparent. 

tecently, a great deal of attention has been directed to the christen- 
ing in the Silver Spring, Md., post office, of the so-c alled Transorma 
letter distributing machine. This machine which is being heralded 
as an innovation in mail distribution is really a later model of one 
which was displayed in the New York W orld’s Fair 20 years ago. 

The machine features 5 operators each distributing letters at a rate 
of 46 a minute. These 5 operators are served by 6 people bringing 
and taking mail on a full-time basis and 1 mechanic, plus 1 super- 
visor and 1 relief operator. Each of the 5 operators is allowed a 10- 
minute break each hour due to strain of staring fixedly at 1 spot 
in the sorting process. Thus, the net result is the increase of either 
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one additional man to accomplish the same output or a lowered poten- 
tial for distributors. If we assume that the machine will be kept 
constantly in motion, 6 distributors, each distributing 46 letters per 
minute, would have an output equivalent of 230 letters per minute. 
When this figure is divided by the 14 people required to utilize the 
machine, it will be apparent that the net output is really less than 17 
letters per minute per man. We have never met a member of the 
National Postal Transport Association who could not distribute sub- 
stantially more than 17 letters per minute with no effort and the 
average is about twice that number. The output is lowered when 
weighting is given to the time need to withdraw overly long, overly 
short, overly thic k, and overly wide letters. 

In addition to those features, the sorting process must also with- 
draw from the machine anes which is addressed unclearly or 
where the typing is less than readily readable. When all these con- 
ditions have been met, the output per man is less than that attained 
by an average clerk standing before a case distributing letters into a 
series of separations. 

Incidentally, a few days ago, there was an editorial in the Philadel- 
phia Inquirer i in regard toa pileup of parcel-post packages at the 33d 
station, Pennsylvania Railroad, in that city and the pileup was alleged 
to result from a breakdown of the conveyor system. 

Now, conveyors are not very modern things in comparison with 
such items as mechanical sorters or electronic sorters. However, the 
newspaper concludes with an inquiry as to whether or not this is 
streamlining and the editorial concludes with this paragraph: 

It may or may not be facetious. 

Mr. Summerfield has made a great point of painting mail boxes red, white, 
and blue. If this thing keeps up, paint them black in mourning for the postal 
service that used to be. 

As I said, the system that broke down there, the conveyor, is cer- 

tainly not in the same field with electronic equipment. But, at the 
same time, having looked at the operation in Silver Spring, I was im- 
pressed by the fact that when the machine does have an interruption, 
there will be no st: andby ope ration to take over and carry on as had 
been the system previously. Just as here in this railway installation, 
there was no way to carry the mail adequately when the conveyor 
system had broken down. 

We believe that it might be appropriate to pass into law the require- 
ment that postal service be maintained without impairment in any 
part. We badines it might be appropriate further to provide for pen- 
alties to persons responsible for creating impairme nt. 

The Cuarrman. In other words, your Position is this: We are liv- 
ing in a day of progress and not in a day of the “gay nineties” as far as 
giving service to the people. 

Mr. Nace. That is correct, sir, and in that regard, we say here that 
penalties should be applied to persons responsible for creating impair- 
ment. I know that I express, truly, the feeling of our members when 
I say they think that many district transportation managers have, if 
not deliberately, certainly by design, impaired service through with- 
drawal of the types of operation that have been outlined in the pre- 
vious parts of the testimony that has been presented here. 

The Cramman. I keep reading that in Paris and in a lot of other 
cities in Europe, you can mail a letter and it will be delivered in Paris 
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that very same day. I find that that is not true here in Washington or 
any other city. 

I have had some trouble because I dropped a letter in the Senate 
Office Building and you are lucky if you get it the next day or the day 
after and it is mailed right here in the office to a Senator next door. 

Mr. Nacie. May I continue, Mr. Chairman ? 

The Crarrman. Proceed. 

Mr. Nace. A fine example of the way in which postal service has 
occasionally been curtailed is the recent 1-day shutdown of postal serv- 
ice on the premise that funds were not available while at the same 
time $100,000 was being spent on Transorma. 

The National Postal Transport Association wants an improved 
postal service. We believe the report of the Citizens’ Advisory Coun- 
cil provides a foundation upon which the policy to guide such an im- 
proved service can be built. We have tried to offer certain suggestions 
to be followed and certain pitfalls to be avoided. 

Mr. Chairman, the National Postal Transport Association is most 
grateful for the opportunity to be able to discuss those aspects of the 
report which appear to be most intimately associated with the welfare 
of our membership. 

The Cuarrman. I notice that you called attention to the fact that 
in some instances it is probably costing more when you cut out the 
postal transport system in some areas. 

Mr. Naar. We think that is true, sir. 

The Cuatrman. Well, you could be entirely correct and it is slow- 
ing Gown from 24 to 48 hours the delivery of mail at the same time. 

Now, I have personally time and time again warned the Postmaster 
General not to close fourth-class post offices. He apparently thinks he 
is saving some money. However, the mail still has to be delivered 
and stamps sold some place. 

Senator Cartson. As a matter of fact, some postmasters are not 
adverse to getting additional volume in their offices. 

The Cuarrman. That is correct. 

Go ahead, I just wanted to say that in these changes, we have to be 
very careful, because you are not always saving money as the work 
must be done somewhere else. 

Mr. Nacix. We think that is true, sir, and we also believe that 
wherever the change takes place, there is a gradual backwash which 
affects the entire system and that is why we believe the policy is so 
important. 

We believe that the inability to determine precisely how much 
money should be spent to maintain the postal service is, of course, the 
direct result of a lack of a clear policy and that is why the work that 
your committee, Mr. Chairman, is doing is so import: ant. 

The CHatrmMan. We are trying to decide just how much of the Post 
Office function should be charged to the users of the mail. We are 
going to insist that we have the best Post Office in the world at the 
lowest cost to the taxpayer. 

Mr. Nacte. Thank you, Mr. Chairman. 

Senator Cartson. Mr. Nagle, you made a very good statement im 
behalf of the transport association, and I share with you the concern 
that I see is taking place in our Nation with regard to the transpor- 
tation of the mail by the railroads. 
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It hurts me, I assure you, very much when we have some trains taken 
off and I do not know what we can do about it. Asa matter of fact, 
IL have gone to bat to insist we keep a mail contract on the train in 
order to keep a service to the community. 

I am with you, and I think you mi ade a very good statement on it. 
I do not know what we are going to do about it but it is a very real 
serious problem. 

Mr. Nace. Senator Carlson, I would like to respond with the clear 
expression that we of the National Postal Transport Association are 
completely aware of your feelings in that regard. We recall that in 
your former capacity as chairman of this committee, you displayed 
very ably, the sympathy that you had for the objectives that have been 
stated here by our present chairman in regard to the need to develop a 
sound postal service and it is certainly gratifying to us, and conse- 
quently also to our membership, to know that this interest on your 
part may be expected to continue. 

Thank you very much. 

The CHarrman. I want everybody to know that this is not a parti- 
san matter. We are trying to get the facts and see what can be done 
about this situation, and I want them to know that it is not just a fight 
against increasing the rates. I think some of them have gotten that 
impression. We started before they advocated rates, and it has been 
going on for years, this very thing that we are trying to call to the at- 
tention of the people now. 

Mr. Naere. Thank you, Senator. 

The Cuamman. We are happy to have you here, Mr. Nagle. 

Mr. Arthur Burdge, come right around. 


STATEMENT OF ARTHUR BURDGE, PRESIDENT, DIRECT MAIL 
ADVERTISING ASSOCIATION 


Mr. Burper. My name is Arthur E. Burdge. I am president of 
Direct Mail Advertising Association, Inc., 3 East 57th Street, New 
York 22, N. Y. Since 1915, this association has been the largest and 
best-known trade association in the direct advertising industry. A 
nonprofit organization, the Direct Mail Advertising Association exists 
to promote the mutual interests of users, producers, and suppliers 
of direct mail advertising, and to continuously offer to its members 
such professional information, guidance, and service as will benefit 
the entire industry. One of DMAA’s stated objectives, outlined in 
its constitution, and I quote directly from this constitution, is: 
to cooperate with the United States Post Office Department, other Government 
agencies, and with other industries and organizations for the advancement of 
direct advertising. 

Prior to a statement of our views on the important problems now 
being considered by this committee, it will be helpful if the committee 
understands the depth and dimensions of the Direct Mail Advertising 
Association’s membership. DMAA currently services more than 2,100 
members. DMAA member firms range in size from very large and 
substantial business organizations to small, homegrown, home-devel- 
oped ventures; from large automobile manufacturers in Detroit to 
the man who sells artichoke pickle in Walterboro, S. C. All mem- 
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bers have one thing in common: a deep and vital interest in the con- 
tinued use of the mails to promote their businesses. 

An analysis of DMAA membership as of May 10, 1957, reveals the 
following business interests : 
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I cite this diversity of business organization and interest among the 
members of DMAA to make it clear to the committee that DMAA at 
no time represents any one class of mail user. Our membership in- 
cludes business or ganizations that use all classes of mail, and our in- 
terest in appearing before this committee is to represent our total 
membership. 

Mr. Chairman, this committee is meeting to ponder the important 
question of public policy relative to the operation of the United States 
Post Office Department. It is to be commended for its perseverance 
in examining this problem fully and completely, in the face of mili- 
tant, ar bitrar y, and organized efforts to make this a subordinate issue 
to the proposed new postal rates. This is not a subordinate issue. 
It is the problem of paramount importance. 

The position of DMAA, which I represent here today, reflects a 
decision made after careful deliberation by a board of governors of 
20 elected representatives of our total membership. I quote now from 
DMAA’s January 1957 Newsletter, mailed to all members, reflecting 
the action of DMAA’s Board at a December 1956 meeting: 

DMAA’s official position on postal legislation is a very simple one. It calls 
for the promulgation of a postal policy which separates the public welfare 
aspects of postal service from the business aspects of the postal service before 
any consideration of changes in rate structure takes places. Additionally, it 
recommends a return of ratemaking powers to the Congress of the United States, 
where they properly belong. 

Mr. Chairman, there is in the possession of the committee an excel- 
lent report, The Post Office as a Public Service. The report was pre- 
pared by the Citizens’ Advisory Council to the Committee on Post 
Office and Civil Service of the United States Senate. It is dated 
February 26, 1957. 

At the risk of repeating detailed matter that the committee has al- 

ready given careful consideration, may I point out that the Citizens’ 
Advisor y Council found that the total cost of providing postal wel- 
fare items in 1955 was larger than the postal deficit for that year? 
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And the council’s own summation included this paragraph, and I quote 
directly from page 50 of the report: 

The constant criticism of postal deficits would largely be eliminated should 
the Congress finally establish clear-cut ground rules for measuring the extent 
of public welfare items in the postal budget. In like vein, the vigorous opposi- 
tion to rate readjustments would also subside. 

Why continue to hang a sword of destruction over the direct ad- 
vertising industry year after year after year? That is exactly what 
postal rate bills, calling for increases without consideration first of the 
public welfare implicit in the operation of the Post Office Department, 
represent. I submit that it is the duty of a just Congress to remove 
this sword—to establish policy, to properly assess costs, and to then fix 
rates as the situation requires. 

The Cuatrman. In other words, your position, I think, is the same 
asours. We want to establish a policy, but we want to know where we 
are going before we start ? 

r. Burver. Exactly. 

I would like to return briefly to something I said earlier in this 
testimony, that it is an objective of DMAA to— 

* * * cooperate with the United States Post Office Department, other Govern- 
ment agencies, and with other industries and organizations for the advance- 
ment of direct advertising. 

Weare particularly concerned with the problem of what will happen 
to this industry, should higher postal rates be levied. We want, spe- 
cifically, to know what will happen to the smaller businessman who 
may not be able to pass on increased costs of doing business to his 
customers. We want to know what will happen to postal volume, to 


rofits, to taxpayments to the Government as a result of perhaps 
ower profits. We feel that all of these questions should be explored 
fully, and the facts resulting from this exploration be made a part of 
legislative decisions. We offer the full resources of our organization 
to any appropriate department of the Government which would 
jointly seek these facts, and objectively report them to the legislative 
aaa 


Mr. Chairman, finally, I want to thank you and the members of 
this committee for giving me the opportunity and privilege of ex- 
pressing to you the views of the Direct Mail Advertising Association 
on this crucial issue of public policy and postal rates. 

The Cuamman. We certainly want to thank you for coming here 
and giving us this information. Feel free at any time to make any 
suggestions that you see fit. We are seeking information. 

Senator Carison. Mr. Burdge, I think we need some real help on 
this problem because we might as well be frank about it, there is quite 
a drive or sentiment in the country now on this third-class mail, and 
it is going to require some sound thinking, and I know you are going 
to be able to help us. 

To me, it seems very reasonable that this is the one opportunity for 
the small-business man. He cannot pay $20,000 for a page in some 
magazine, and he has to get out and start someplace, and this is the 
field that starts thousands and thousands of small people in some little 
business that finally, we hope, grows large, and it has in many 
instances. 
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It is a mail we need and you have some problems, and I am sure you 
know, and we know it, too. We will be glad to have your help and 
we need your help. 

The CHatrman. We certainly thank you for coming. 

Mr. Erskine Stewart, general manager, National Council on Busi- 
ness Mail, Inc. 


STATEMENT OF ERSKINE STEWART, GENERAL MANAGER, 
NATIONAL COUNCIL ON BUSINESS MAIL, INC. 


Mr. Stewart. Thank you, Mr. Chairman, for permitting me to come 
here today. 

The CuamrMan. We are glad to have you with us. 

Mr. Stewart. My name is Erskine Stewart, and I am general man- 
ager of the National Council on Business Mail, Inc., a nationwide 
voluntary trade association, representing business users of the mails. 
Our headquarters are at 1028 Connecticut Avenue NW., here in 
Washington. 

I should like to address my remarks to two portions of the report of 
the Citizens Advisory Council. First, I should like to discuss that 
section which relates to the size and weight limitations imposed on 
parcel post by Public Law 199 of the 82d Congress. 

The Citizens Advisory Council places the loss incurred by the Post 
Office Department under this law at $73 million per year. Post Office 
Department officials, in testimony before the House subcommittee in 
1954, said that $100 million a year had been lost to the Post Office De- 
yartment in parcel-post revenue under Public Law 199; but that the 

Jepartment had been able to effect operational savings of about $27 
million, leaving an annual net revenue loss of about $73 million. 

There is no way of counting the losses sustained by parcel post 
customers who are required under this law to either separate their 
mailings into two or more parcels to meet its limitations, or to use 
much more expensive but less convenient means of transportation for 
their small parcels. 

The Citizens Advisory Council report cites only one of the thou- 
sands of inequities that exist under Public Law 199. The report 
could have cited the triple standard of availability of a Government 
service. It could have pointed out that every time a passenger train 
is discontinued, substitute service for parcel post becomes a little less 
efficient. The report could have mentioned that because of the loss 
of that part of its business on which the parcel post service could 
make a little profit, but on which no parcel post substitute can break 
even, all users of the remaining parcel post service pay unnecessarily 
high costs. 

A statement often advanced by those who are responsible for the 
enactment of Public Law No. 199, and for keeping it on the statute 
books, has been that the Government, in furnishing its people with 
a small parcel transportation service, would unfairly compete with 
private transportation companies. Such is not the case. The parcel 
post service is the only nationwide system through which small parcels 
can be transported efficiently and economically to every city, town, 
village, and community in the United States. 
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It was recognized by the Congress, when the parcel post system 
was established in 1912, that certin dislocations would come about 
in the transportation industry. The August 15, 1912, Congressional 
Record reveals this statement in the course of the debate: 


The proposed measure— 
this is the parcel post bill— 
will benefit all classes of the people except those carriers now engaged in the 
business of transporting small wares. While the patronage of these will be 
lessened, it will have the effect to limit their business to the more weighty 
freight, which is distinctly the business of such carriers. 

It was also recognized back in 1912 that the needs of the users of 
parcel post would have to become known before the details of this 
service could be worked out. The Senate committee report on that 
legislation states : 

When the parcel post service has once been inaugurated, details, such as in- 
surance, collect on delivery, reduction in rates, increased weight limits, and so 
forth, can be rapidly added as experience indicates the character of the new 
service that should be provided. 

The Postmaster General was granted the authority to make ad- 
justments in parcel post size and weight, and he made the first such 
adjustment just 8 months after the service began operation, Other 
adjustments followed until 1931 when, apparently, the optimum of 
70 pounds and 100 inches was reached. These limits remained in 
effect for more than 20 years, until Public Law 199 was enacted. 

The Cuatrman. Personally, I wonder if it would not be pretty 
hard to analyze what it did cost, but they claim it does not pay its 
way. At the same time, they ought to be able to cut off some things, 
some transportation costs here and there and I imagine that would 
enter into it, too. Wouldn’t you think so, Senator Carlson ? 

Senator Cartson. I would think so. 

The Carman. I imagine all those things would have to be ana- 
lyzed and it would be hard to determine what has been saved. 

Mr. Stewart. It would be difficult, Senator Johnston, to arrive at 
an exact figure. 

The Cuarrman. Go ahead. I just wanted to throw that out for 
some thought. I hope someone will come up with the answer some- 
time. 

Mr. Stewart. I appreciate it very much. I hope you will. 

It was while these limits were in effect that the carrier which worked 
most diligently for the enactment of Public Law 199 enjoyed its 
greatest period of prosperity. It was during these years that the 
company made its acquisitions to become the only nationwide express 
company, the final such acquisition being the Southeastern Express 
Co. on August 1, 1938. 

It was while parcel post size and weight limits of 70 pounds and 100 
inches were universally available that company enjoyed its best busi- 
ness years. 

Other testimony has been presented to this committee to show that 
since the enactment of the Public Law 199, that company has suffered 
a more rapid economic decline than before its enactment. 

Commercial shippers of small parcels have, in many areas, found 
other economical subst itutes for parcel post. However, in other areas, 
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parcel post remains the only satisfactory means of transporting small 
parcels. 

Placing the products of our farms and factories in the channels of 
distribution, and ultimately into the hands of the consumer, is the life- 
line of our economic health. Any impediment to that function is a 
threat to the country’s prosperity. Public Law 199 of the 82d Congress 
seriously hampers the movement of small merchandise. It has caused 
major inconveniences to parcel post users. It has inflicted a $73,000,- 
000 annual damage to the fiscal condition of the Post Office Depart- 
ment. This law has hurt all users of the parcel post service without 
helping anyone. 

The National Council on Business Mail urges this body to take steps 
to remove Public Law 199 from the statute books and restore uniform 
size and weight limits to all users of the parcel post service. 

The second provision in the Citizens’ Advisory Council report in 
which the National Council on Business Mail is interested, relates to 
the return of postal ratemaking authority to the Congress. 

We hope that this transfer of authority may be accomplished at a 
very early date. 

Thank you very much. 

The Cuatmrman. We certainly thank you. 

Are there any questions? 

Senator Carson. I would just like to state that it is a pieoure to 
have Mr. Stewart appear before this committee. He has been up on 
the Hill many times and we are happy to have him here. 

The CHatmrman. We are certainly glad to have you. It is a very 
fine statement. 

Mr. Srewart. Thank you. 

The Cuatmrman. The next witness is Mr. Hartman Barber, general 
representative, Brotherhood of Railway and Steamship Clerks. 

Mr. Barber, we are very glad to have you with us. You have been 
around here so often, I think all of us know you. 

Senator Carson. It is always nice to have old friends come around. 

Mr. Barser. You have been in Congress a long time, both of you, 
and I have always received the greatest courtesy and consideration 
from each of you. 





































STATEMENT OF HARTMAN BARBER, GENERAL REPRESENTATIVE, 
BROTHERHOOD OF RAILWAY AND STEAMSHIP CLERKS 







Mr. Barser. Mr. Chairman and members of the committee, my 
name is Hartman Barber, and I am a general representative of the 
Brotherhood of Railway and Steamship Clerks, Freight Handlers, 
Express and Station Employees. The Washington office of the 
brotherhod is located at Room 301, 401 Third Street NW., Washington 
1, D. C. Our national headquarters is situated at 1015 Vine Street, 
Cincinnati 2, Ohio. The chief executive officer of our organization is 
our grand president, Mr. George M. Harrison. 

Our organization represents over 90 percent of the employees of 
the Railway Express Agency and also represents the mail-handling 
employees on the railroads. 

We appreciate this opportunity to come before you this morning, 
Mr. Chairman and the members of the committee. 
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We wish to be heard on four questions raised in the report of the 
Citizens’ Advisory Council, dated February 26, 1957. These conclu- 
sions are listed below. 

One, Congress should reaffirm its responsibility for and power to 
settle all postal rates so that a uniform policy, once established, can 
be maintained. I think, Mr. Chairman, that “all” means all and, 
therefore, it would affect the alternative method of securing an in- 
crease in fourth-class mail rates under section 247, title 39. 

Two, an item listed under the heading “Public Welfare” appearing 
on page 24 of the report concerning the loss in revenue attributed to 
Public Law 199. 

Three, a statement on page 34 under the heading “Hidden Costs” 
alleging the post office cannot by law choose as economical a method of 
transportation as a private business. 

Four, the statement on page 36, stating : 

* * * by simply not enforcing an existing Federal statute, the executive branch 
has tacitly supported the granting of subsidies by the Post Office Department 
to major communication interests. 

The CHarrman. I do not think the council meant that the rates 
should be lowered. They were merely pointing out that the rates were 
higher than those paid by private industry a that such higher rates 
should not be passed on to mail users. 

Mr. Barser. Mr. Chairman, in our opinion, it is not a subsidy. 

The Cuamrman. We will be glad to hear you on that. 

A oy Barser. I would like to have the privilege of telling you about 
that. 

The Deputy Postmaster General, Mr. Stans, and Mr. Brand, of the 
railroads, testified that no subsidy was involved, and I shall speak 
on that later. 

The Cuarrman. Proceed. 

Mr. Barser. I would like to read the first part of my statement 
because it concerns the alternative method of raising fourth-class mail 
rates. 

We would like to discuss the first conclusion. The Congress has 
been legislating over the years insofar as rates on first-, second-, third-, 
and fourth-class mail are concerned. The quest for uniformity on the 
part of the council can only be directed toward one class of mail— 
fourth class. At the present time the Congress can change fourth 
class rates if it desires to do so, and has done so as late as 1948 when 
Public Law 900 was enacted by the 80th Congress. Even after the 
passage of Public Law 900, some parcel-post rates were still lower than 
they were in January 1913, when the Parcel Post Act went into effect. 
Parcel post was always supposed to meet its costs. At the time the 
Parcel Post Act was before the Congress in 1912, Senator Bourne of 
Oregon, chairman of the committee, said : 

Mr. President, it was the desire of the committee and myself to establish a 
system that we were satisfied would be absolutely self-supporting. 

This statement is not only significant as a historical precedent, but 
has assumed added significance due to the fact that revenues from 
parcel post constitute the principal portion of revenues from fourth- 
class mail. Between January 1913, and August 1, 1931, the weight 
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and size limits were progressively increased from 11 pounds and 72 
inches to 70 pounds and 100 inches and the parcel-post rates were 
decreased from time to time and in some instances increased during 
this period. 

It might be said here that during that time, the Postmaster General, 
whoever he was, generally sat down and wrote a letter to the Chair- 
man of the Interstate Commerce Commission and asked for certain in- 
creases in weight and size or reduction in weight and there were no 
public hearings. There were some public hearings, but more often, 
whatever was asked for was Fi and put into effect by an execu- 
tive order of the Postmaster General. 

In order to fortify this raising of rates, section 207 of the act of 
February 28, 1925, was written and it appears as follows: 

The classification of articles mailable, as well as the weight limit, the rates 
of postage, zone or zones, and other conditions of mailability under sections 240, 
293, and 294 of this title (fourth-class mail matter), if the Postmaster General 
shall find on experience that they or any of them are such as to prevent the 
shipment of articles desirable, or to permanently render the cost of the service 
greater than the receipts of the revenue therefrom, he is hereby directed, subject 
to the consent of the Interstate Commerce Commission, after investigation, to 
reform from time to time such classifications, weight limits, rates, zone or 
zones or conditions, or either, in order to promote the service to the public or 


to insure the receipt of revenue from such service adequate to pay the cost 
thereof. 


Among other things, it provides that the Postmaster General can go 
to the Interstate Commerce Commission if revenues from fourth-class 
mail do not pay the cost thereof. 

All these increases in parcel post size and weight limits and changes 
in postal rates were not made by Congress. They were made pursuant 
to this administrative policy with the consent of the ICC and put into 
effect by the various Postmasters General by Executive order. The 
Appropriations Committees of both the House and Senate had urged 
the various Postmasters General to petition the Interstate Commerce 
Commission as provided by law, in order to obtain much-needed 
increases. These repeated bickerings between the Appropriations 
Committees and the Post Office Department resulted in the general 
provision being placed in the Supplemental Appropriations Act for 
1951, Public Law 843, 8ist Congress, 

This section provided : 

Hereafter, none of the funds appropriated to the Post Office Department from 
the general funds of the Treasury shall be withdrawn from the Treasury until 
the Postmaster shall certify in writing that he has requested the consent of the 
Interstate Commerce Commission to the establishment of such rate increases or 
other reformations (in addition to any specific increases or other reformations 
heretofore or hereafter authorized or prescribed by law), pursuant to the pro- 
visions of section 207 of the act of February 28, 1925, as amended (39 U. S. C. 
247), as may be necessary to insure the receipt of revenue from fourth-class mail 
service sufficient to pay the cost of such service, provided that the foregoing 
shall not be construed to require any increase in the postage rate, established by 


the act of April 15, 1937 (39 U. S. C. 239), for publications or records furnished 
to blind persons. 


Before the Postmaster General could touch his appropriation, if the 
revenues from fourth-class mail did not equal or cover his costs, he 
would have to go to the Commission, and he proceeded to do so in 
1951 and in 1953 and it is purely beside the point for anyone to come 


in here and say that parcel post rates were increased 25 percent, 35 
percent, and 36 percent. 
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In the first instance, in 1948 when Public Law 900 was enacted, the 
Congress raised the rates 25 percent. The deficit in 1951 on zone 
rate parcels was $122 million and in 1953, the deficit on zone rate 
parcels was over $139 million. They went and got a 36-percent 
increase and they are in debt again. The cost exceeds revenues at the 
present time by roughly $33 million, but he can’t go to the Commis- 
sion and ask to increase rates to meet the $33 million in costs because 
all those items that are shown in the 1956 cost ascertainment report 
are not allocable to the Post Office Department. It is regrettable, 
but that is so. 

Senator Carison. Let us get that a little clearer. Do I understand 
now that the Postmaster General is carrying fourth-class mail, ac- 
cording to your statement, at a deficit or loss at $33 million ? 

Mr. Barper. Yes; it is shown on table 100-A of the 1956 cost 
ascertainment report. 

It might be said in the first place that he had $26 million that 
he can’t charge in his costs that were paid to other Government 
agencies to help the Post Office Department carry out its functions 
and the total chargeable to zone rate is over $28 million. The amount 
chargeable to fourth-class mail as a whole is over $33 million. That 
appears on table 100—A of the 1956 cost ascertainment report. 

Senator Cartson. Then on the basis of that statement, how much 
can he request in the way of an additional amount ? 

Mr. Barpser. According to our information, the Postmaster Gen- 
eral will file a petition with the Commission to amend the original 

etition filed on April 18 which calls for $4,300,000 increase. That 
is all they can charge now. He hopes that Congress will pass legis- 
lation so actually he can charge some of these other costs in and let 
me tell you, Senator, that is very important. 

You know, the Railway Express Agency or this brotherhood never 
said at the time of the hearings in 1951 that we would get all the 
business that was diverted on account of Public Law 199. There are 
other private haulers of freight that are getting their share. For 
instance, the freight forwarders are getting a good bit of it and these 
parcel concerns that have come into being or have extended their 
facilities since Public Law 199 was passed and especially since the 
rate increases of 1951 and 1956. 

These parcel concerns render a unique service. Their general 
method of operation is to come into a concern and take over the whole 
shipping end of it. They move what they can, and what they can’t 
move, they give to parcel post or railway express or some other method 
of transportation. But let. me stress the importance of allowing the 
Postmaster General to charge all the costs in asking consent of the 
Commission to increase parcel post rates. 

Senator Cartson, What you are saying is that the express company 
has competition other than the Post Office Department / 

Mr. Barser. And the Post Office Department has competition. 
You must remember, many of these parcel concerns give overnight 
service up to 300 miles at rates rere y to those of parcel post 
rates and generally their certificates provide that they hold from 
the Commission that they can move parcels up to 50 pounds and 
108 inches in dimensions. 
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Senator Cartson. In other words, this is one branch of the service 
that the Post Office Department does not have a complete monopoly ? 

Mr. Barber. Oh, no. 

Senator Cartson. That is what they are accused of generally. 

Mr. Barser. No, but if costs are increasing the Postmaster General 
has not gone to the Commission since 1953 and if he is not allowed 
to charge his full costs when he petitions or amends his petition be- 
fore the Commission, and the cost of doing business has increased 
for these other people, especially these parcel concerns, they are going 
to be seriously affected. I might say that it might be disastrous for 
railway express, but. these other people would be very seriously 
affected. 

Senator, if I may, with your permission, I have some things here 
that I would like to introduce. 

Senator Scorr (presiding). Please do so. 

Mr. Barser. This [indicating] is an exhibit, table No. 5 of the 
Post. Office Department, exhibit No. 8 before the Interstate Com- 
merce Commission in Docket 31074 in 1953. It shows that the loss 
for the period January 1 to June 30, 1952, on a 1-pound package in 
local delivery was over 3 cents and an increase in every category ac- 
cording to weight and distance until you reach a 70-pound package 
in zone 8, the loss was $2.71. Mr. Gross of the Railway’ Express 
Agency submitted this table at the time he testified before the 
committee. 

Something has been said here, Mr. Chairman, before the committee 
about it being a figment of the imagination about all this alleged diver- 
sion, which was a real diversion, not an alleged diversion, from Rail- 
way Express Agency to parcel post. I wish it had been a figment of 
the imagination, my dear sir. 

The Railway Express Agency was looking for relief from the Con- 
gress because it had lost two-thirds of its business between 1946 and 
1951, and I am sorry to say that employment in the express agency 
was practically cut in half. 

Now, take the witness that appeared, we will take his figures that 
normal employment was 44,554 in the express industry in 1940 and 
42,986 in 1956 or a reduction of 1,568. Of course, this is all blamed 
on Public Law 199, but I never heard anyone deny, Senator, that the 
railway express industry is not an integral part of the railroad setup. 
It is owned, operated, and controlled by the railroads. 

After 1951, when Public Law 199 was passed, employment on the 
railroads has declined by 276,000 employees or a reduction of 22 per- 
cent as opposed to a reduction of less than 5 percent on railway 
express. Well, what is the difference? You take 20 percent of 44,000 
and you get over 8,000 employees. There actually has been a reduc- 
tion of less than 5 percent in express employment if we take witnesses’ 
figures. 

There are two reasons I will give for the difference. 

One is Public Law 199 and the other reason is the steps that have 
been taken by the Railway Express Agency to meet this competition. 
It has spent $9 million for equipment; it has bought 500 refrigerator 
cars; it has put into effect numerous commodity rates to meet this 
competition. 

It has not stood idly by trying to be knocked off like a sitting duck. 
Now, there is something else that appears in the statement that. was: 
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submitted and in this instance, the gentleman didn’t look far enough. 

Senator Caruson. Mr. Barber, Mr. Chairman, I have an 11: 45 ap- 
pointment, and I am going to have to leave. I know Mr. Barber has 
some very valuable tables and information which he will make a part 
of the record. I want him to do so and very much appreciate his 
statement and regret that I have to leave. 

Mr. Barser. | appreciate your attitude, Senator. Thank you ever 
so much. 

(Continuing). He comes up with a statement and says that during 
the year 1956, there was a loss to the Railway Express Agency in op- 
erations of $1,313,736. This appears in his exhibit A. As far as it 

Ss, it is correct, but he didn’t take into consideration other credits 
and debits. Under the agreement with the railroads, the Railway 
Express Agency does not have any profit or loss. It pays all its own 
expenses and what is left over any year it turns back to the railroads, 
so that was balanced out further down in the statement. 

At this time, I would like to submit for the record, Mr. Counsel, a 
copy of the balance sheet of the Railway Express Agency for the year 
1956. 

Senator Scorr. Without objection, it is so ordered. 

(The document referred to follows :) 


RAILWAY EXpress AGENCY 


Annual report, 1956—Income accounts 











Item 
Line 
No. te TIA iniaee frit? ttt 
(a) (b) (e) | (d) 
aes —'- ont . 
1 CREDITS 
} 
2 I. GROSS OPERATING REVENUES | | 
3 | (301) Charges for transportation __....__..........--.-- ee ene a Ee er 
4 | (302) Revenue from operations other than transporta- 
Gh a cd dents ab bbbccksah bhorebhwbhidaesdaacnnsea 5, 114, 226 | 
5 Total gross operating revenues_...._.......|__.__- .---| $402, 275, 664 |___ 
6 | Il. OTHER INCOME 
7 (303) Rent from real property and equipment used 
NN pret LLL Jest ehsdendul nbs ou 8, 560 |__ 
8 | (304) Miscellaneous rent income.-...__._....__.-_.----| 16, 716 
9 (305) Net income from miscellaneous physical prop- 

SOON abel Wait cca seeds SaSek 12SSt cuca el 6, 389 |__- ; 
10 | (306) Separately operated properties—Profit...._._.___| 3, 703 |_.-- ; 
Be ee) MPO NO no. esc ccnewaeccnboccenccules hands | d 
12 | (308) Income from funded securities.___.........-.--.- | 33, 985 J 
13 | (309) Income from unfunded securities and accounts ___| 11 | £ 


14 | (310) Income from sinking and other reserve funds -__| 1, 974 
15 | (311) Release of premiums on funded debt --_----__..-_|_-..._- ce 
16 | (312) Contributions from other companies--.--____._-__- Ru : ee 
17 | (313) Miscellaneous income-----_..._..._.-.---- ia ELS 2, 227, 819 


L ieabinesareel 


18 | Total other income--_-_-...-........-.----- foccc-dicetpuice| 2,200,287 
19 | Total gross operating revenues and other 
DE iindsrnskbeimbeehicmedenanpeyil Jo-=-----------— 404, 674, 911 
| 


| 
20 | Il, PROFIT AND LOSS CREDITS 
21 (403) Profit on real property and equipment sold_--___- | 645, 147 
22 | (404) Delayed income credits_..._.........-.-..--- Sita | 
23 | (405) Unrefundable overcharges.......___.._____- ot 2, 254 as 
24 | (406) Miscellaneous profit and loss credits. _--..-....-| $3, 971 | .-.....-- 








25 | Total profit and loss credits. __.........-._|...-.-..-..... 681, 372 |___. 
| j ee 


26 | I et Nv scecessuewcst O08 
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RAILWAY Express AGENcy—Continued 


Annual report, 1956—Income accounts—Continued 


Item 
(a) 
DEnRITs 


iV. OPERATING EXPENSES, UNCOLLECTIRBLE REVENUE 
FROM TRANSPORTATION, AND EXPRESS TAXES 


(315) Operating expenses..-..............-.----..-----. $241, - 873 
(316) Uncollectible revenue from a 28, 346 | 
CRS). TERONI CRG ins gebinetics dhe tntes re 17, 526, 556 | 


Total operating expenses, uncollectible 
revenue from Rarer: and ex- 
press taxés...............- lepine iRnenbab 


Vv. OTHER DEDUCTIONS 





Rent for real property and coaeeneat | used 
jointly _. Dhewhcuieekaadea 

Miscellaneous rents 

Miscellaneous taxes 

Net loss on miscellaneous physical property - - ---_|- 

Separately operated properties-loss_.---__- i Se 

Interest on funded debt 

Interest on unfunded debt 

Amortization of discount on funded debt 

Income transferred to other companies --. 

Miscellaneous income debits 





Total other deductions_--_..........._.---- 2 1, 653, 666 
VI. PROFIT AND LOSS DEBITS 


(415) Loss on land sold 
(416) Delayed income debits 
(417) Miscellaneous profit and loss debits 


Total profit and loss debits_._...........-.- 


Vil. PAYMENTS TO RAIL AND OTHER CARRIERS FOR 
HAULING EXPRESS 


(314) Payments to rail and other carriers for hauling | 
Phos 5 co bkte condi tance 145, 001, 625 


Total debits |. $405, 256, 283 


Note: No net income accrues to Railway Express Agency, Inc., and no dividends are paid or payable on 
the capital stock of the agency. 

The capital stock of Railway Express Agency, Inc., is owned by 68 class I railroads. There are in effect 
between the agency and each of approximately 175 carriers, including 68 stockholding railroads, agreements 
in standard form for the conduct of express operations over its lines. 

These agreements provide that there shall be ascertained the income, viz.: 

1. Charges for transportation; 

2. Revenue from operations other than transportation; 

3. Other income credits; 

4. Profit and loss credits; 
and from the total thereof shall be deducted: 

1. Operating expenses; 

2. Taxes; 

3. Other deductions from income including compensation to carriers not parties to the standard form 

of agreement; 

4. Profit and loss debits; 
and that remainder shall be apportioned among and paid to the carriers, parties to the standard form of 
agreement, according to the volume of express business handled on the respective lines as measured by 
gross express revenues. These payments, as well as those made to carriers not parties to the standard form 
of agreement, are classified as payments to rail and other carriers for hauling express 


Mr. Barser. Now, Mr. Chairman, there has been a great deal of talk 
here that all these 38. 100 post offices and 32,000 rural routes are affected 
by this Public Law 199, and it is affecting the parcel post system. 

We are in favor of parcel post. We are greatly in favor of it. We 
have it on the books. My political mentor in the State of Maryland, 
the Honorable David J. Lewis, I knew him well. He was the father 
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of the parcel post system. It only operates between first-class post of- 
fices and as of January 1, 1957, there were only 3,684 first-class post 
offices ; there were 6,623 second-class post offices ; 13,176 third-class and 
13,926 fourth-class, or a total of 37,409, and the insinuation is made 
that they have delivery service to all these stations. They do not. 

The Post Office Department had carrier delivery service as of June 
30, 1956, 5,128 post offices. I will give you the full facts. I am not go- 
ing to try ‘to cover up anything. I am going to give you the express 
figures now. The express offices, as of April 1, 1957, were 13,627 and 
express had delivery and pick-up service at 6,507 as of the same date. 

Now, Senator, Railway Express is not withering on the vine. It has 
not reached the zero point, and I have an exhibit here that, would 
like to submit for the record that shows some of the parcel post and ex- 
press figures. 

In 1954, shipments had gone down to 75 million; revenue declined 
to $333 million and the amount paid to the railroads had gone down 
to $118 million. 

In 1955, the number of shipments had increased to 78 million; the 
amount of revenue received by Express was $341 million and the 
amounts paid to the railroads were $125 million. 

In 1956, the number of shipments had increased to 80 million; the 
amount of revenue had increased to $352 million and the amount of 
money paid to the railroads was $121 million. 

Public law became effective January 1, 1952. The volume of fourth- 
class mail, zone rate parcels 1951 was 1,046 million. Total fourth- 
class was 1,235 million and zone rate parcels decline until 1955 when 
there were 948 million and total fourth-class of 1,135 million. 

They increased again. Zone rate parcels in 1956 amounted to 972 
million and total fourth-class mail increased to 1,173 million. 

Mr. Counsel, I would like to have that inserted in the record. 

Senator Scorr. Without objection, it is so ordered. 

(The document referred to follows :) 


Rail express shipments, revenue from rail express service, and payments to 
railroads, 1947-56 


' 
seep Amounts 
| Shipments | Revenue | paid to 


} | railroads 


| ' 

| Million | Million Million 
1947. = $214 | $410 $117 
1948 | 167 394 | 118 
1949. : | 120 | 313 | 78 
1950... aad 97 | 288 82 
SUE 26.6 cca ' 77 236 | 84 
ee : 92 361 | 135 
1953 . ‘és ; 85 356 | 136 
1954... iinenal ainsi iates ikea : 75 333 118 
igh. inneSiithte im stn aan . 78 Al 125 
1056... ... labnetcnaa ‘ 80 | 352 | 121 

1 Public Law 199, 82d Cong., became effective Jan. 1, 1952. 

Number of express offices 13, 6 627 


Pick up and delivery service, cities and towns 
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Volume of 4th-class mail 










Total 4th 


| 
| Zone rate | 
parcels | class 





Million | Million 













En : en : ‘ 1, 046 | 1, 235 
id de tie i. Seamus ris a 1) 046 | 1, 256 
ae eae ee nee ; 1' 042 | 1, 244 
ees eo EME YY RETEST ES shied 994 | 1) 195 
1955. _- ow sk Seed cies eae a Boe cked dae 948 | 1) 135 
nn eee art eae! 73 | 1; 173 


eee: 60 Oe Bed... onus en baecnie neers 


See ao widtiee See eee 
City delivery service, 


ies. wee Ws. cod eco ee: BIS a ee 


































Mr. Barser. Now, the total revenue for fourth-class mail in 1951, 
that was the year that Public Law 199 was passed, but it did not 
go into effect until venaety 1, 1952, the revenue was $431,353,652 and 
disbursements, $562,494,580, a debit there of $131 million. 

Now, in 1955, revenue on fourth-class mail was $595,063,524 and 
disbursements, $593,125,162. 

In 1956, they slipped ‘back a little. Iam trying to present the full 
picture. Revenue yas $592,814,842 and disbursements $607,911,107. 

Since the second increase on fourth-class mail matter filed in 1952 
by the Postmaster General with the Interstate Commerce Commis- 
sion in docket 31074, revenues continued to rise, continuing the trend 
after the first increase granted in 1951 in accord with section 247, 
title 39, United States Code, and Public Law 843, 81st Congress. 

The increase in revenues since 1951 totals $161 million with only an 
increase of $31 million in expenditures for the same years. This 
result has been largely brought about by the operation of Public 
Law 199, the Size and Weight Limitations Act. The freight has been 
siphoned out of the Post Office Department and diverted to private 
carriers. The results speak for themselves. Therefore, all these 
laws should be continued in full force and effect. 

There is one thing very revealing in the zone rate parcel figures 
between 1951 and 1955. For some reason, the number of packages 
of weight limits of 1 to 11 pounds, in 1951, exceeded 857 billion pieces. 
But, in 1955, in the same weight category, they had declined to 814 
million pieces. 

Well, Railway Express might have obtained some of them, but I do 
not think so because it is not affected by Public Law 199 and its 
limitations. Public Law 199 only affects parcels over 40 pounds in 
zones 1 and 2 and 20 pounds in zones 3 to 8, but these parcel con- 
cerns got them. And if you do not want to hurt private taxpaying 
business—the Railway Express is not impressed about all this com- 
petition but it is legitimate competition, Senator. 

With your permission, Senator, I will submit this to counsel. 
Senator Scorr. Without objection, so ordered. 








270 POSTAL POLICY 


(The document referred to follows :) 


Breakdown of parcel post in the various weight brackets, year 1951—the year 
before Public Law 199 became effective 




















Number of | Percent of 
Pounds per package packages total 
packages 
DER, ann tid) ath end cand chicks napede beh Sih b tinny 6 odin inmwewss 857, 203, 936 81 88 
i as ia Gh cae is ats nota ae cinta eigen a Roepe te gteLcsiee amen oti ee = apie 98, 193, 770 9. 38 
UN ee Osta ing REA, eae ie tener a ates ec Oak aie deine indiseiNeisninte-e 3 29, 459. 843 2. 81 
a a a in ee mmm 21, 225, 299 2 03 
Be i intchd bocieaadn Sttidbbbiont ns dbabbdeosthdanciiddibuddanebabi> $abbiletno chi 14, 087, 826 1. 35 
a li laa es aa hate Reanim denen 9, 667. 405 - 92 
Be Ath ne cthin tals cdwatiine decker cdbeksbeccdntdimcdebtinhwadddadabednavecsaws 17, 106, 143 1.63 
Parcel post distributed to various weight brackets, fiscal year 1955 

Number of | Percent of 

Package weight (pounds) packages | total pack- 

| ages 

RPE + keh adéceseheimecands did > dttnbteniphdiadibesbbdwatmariidounsbed | 814, 190, 964 85. 86 
BE RE cieadlebdatdsetbnodednidedgtbécehs lectetbodiabhnbvcbansdecetacsén | 104, 002, 416 10. 97 
iT A <dhehintteie hale aieiee Aide ain adineiinadinhitdenhitmaatitinbnnoncceanere 14, 018, 262 | 1. 48 
athe Lie Lethe. Stake ti iba pencbdesobahiiand bundewenen 7, 003, 907 .74 
Rc tinai eid in eee ROR ie iach nn owt tidkidpelinaiek daaneiip onseeesewabalin | 4, 092, 726 .43 
SEMED. Zid tit dt ie Bd kad. decsntbks tdeadkdcabissiannonaocueeecs | 2551, 279 | 127 
ee Peedi he Ri aha be bld< tanks ob <nk$bsbes bleak eimtio<udene=}ocsesbou 2, 360, 610 25 


Source: Post Office Department, cost ascertainment report. 


Mr. Barser. In the statement of the Parcel Post Association, there 
is a table alleging that operation of Public Law 199 has lost a lot of 
money to the railroads. It gives the revenue in 1951 as $231 million 
and a steady decline to 1956 of $173,847,000. Well, we heard Mr. 
Brand say that there was $15 million with the mail diversion in 1952 
and we heard Mr. Stans say that $55 million worth of revenues was di- 
verted from the railroads in the years 1953, 1954, 1955, and 1956 and 
the loyal opposition says that 90 percent of it was parcel post. So, all 
this reduction in here is not due to the operations of Public Law 199. 

It is due to this mail diversion, The railroads would not have re- 
ceived this revenue anyway, and it amounts to a considerable sum of 
money, certainly, between $40 million and $50 million, and I think that 
matter should be brought to your attention. 

Some time ago, Senator, you had a very fine young man appear before 
this committee. I have been in his place in Atlantic City. The 
gentleman I refer to is Mr. Max Adler, head of Spencers Gifts, Inc., in 
Atlantic City, N. J. 

In 1948, he did $50,000 worth of business. In 1956, he did $2 million 
worth of business. In other words, his business increased fortyfold. 
In that period between 1948 and 1956, there was passed Public Law 
199, the size and weight limitations act. Also, he weathered three in- 
creases in parcel-post rates by Public Law 900 that became effective 
January 1949 and processed before the Commission in 1951 and 1953. 
Evidently, none of these acts seriously affected Mr. Adler’s business, 
or it would not have expanded, well, would you say 4,000 percent ? 

Now, there has been some talk of uniformity. I wish to submit at 
this time, a pamphlet entitled “Parcel Post ‘Uniformity’—A Myth.” 
It was gotten out by the Railway Express Agency and at this time, 
I submit it to the counsel and ask for its submission in the record. 
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Senator Scorr. Without objection, so ordered. 
(The document referred to follows :) 


ParceEL Post “UNIFORMITY”—A MyTH 


Repeated attacks have been made on present parcel-post regulations because 
size and weight limits are not uniform for all zones and all post offices. 

In raising the issue of “uniformity,” some commercial shippers of merchandise 
seek to obtain more mailing privileges at the expense of taxpayers. They ignore 
the fact that there is little uniformity in postal operations. 

Regimentation may be desirable in military service, but it is impossible to 
achieve complete uniformity in the postal service if the greatest good is to be 
obtained for the public as a whole. There are sound and practical reasons. 

Here are just a few examples of nonuniformity in postal practices and regu- 
lations: 

1. Many of the large users of parcel post who cry discrimination enjoy the 
advantage of postal clerks being stationed in their premises to process their 
merchandise shipments for direct movement to the railroad station, thereby 
receiving preferred service. The individual citizen and small-business concern, 
however, must take parcels to the post office and wait to be served. 

2. Pickup service is given to citizens located on rural-delivery routes but not 
to those who live in the cities and towns. About 5,000 places have delivery 
service, but at some 33,000 post offices no delivery service is offered. 

3. Parcel-post rates are not uniform. Although they increase with distance 
up to 1,800 miles, there is no increase beyond that point, regardless of distance. 

4. Newspapers and periodicals are delivered free to all rural-route addresses 
within the county of publication, even though the nearest newspaper, just across 
the county line, must pay regular second-class rates. 

5. A 70-pound encyclopedia can be sent to the eighth zone for $2.84, but a 70- 
pound bag of flour (which is just as essential to living, if not more so) costs 
$12.78 for the same distance. 

6. Air parcel post sent to regular post offices may weigh up to 70 pounds, but 
when destined to Army and fleet post offices is limited to 2 pounds. 

7. Weight limits on international parcel post vary greatly, for example: 
11 pounds to Palestine; 15 pounds to Canada; 22 pounds to Great Britain, Ber- 
muda, Cuba, and Japan. Postal clerks, therefore, must examine detailed regula- 
tions before accepting packages destined to more than 400 foreign countries. 

8. A magazine mailed by the publisher is charged one rate while the same 
magazine mailed by an individual is charged a different rate. 

9. Nonuniform practices and provisions exist in every class of mail. The 
fine-print footnotes at the bottom of the pages of the thick Postal Manual list 
hundreds of exceptions to stated regulations. 

Nonuniform parcel post weight limits established by the Post Office Depart- 
ment were in effect from 1913 until 1931 and have been nonuniform since Janu- 
ary 1, 1952, as a result of congressional action—covering the majority of the 
time that parcel post has been in existence. 

It was merely an incidental byproduct that size and weight limits were uni- 
form from 1931 through 1951. The Interstate Commerce Commission, in approv- 
ing proposed changes in limits in 1931, called them worth a trial as a possible 
means of increasing revenue and perhaps reducing postal deficits. In 1951, after 
huge deficits had been accumulated as a result of below-cost rates and an in- 
creasing volume of heavy packages, Congress established the present limits in 
the best interests of all the people. 

The large commercial users of parcel post who have raised the smokescreen of 
“uniformity” have themselves pursued the worst kind of discrimination: 

(1) By advocating Government competition with privately owned transporta- 
tion companies serving the public throughout the Nation. 

(2) By seeking taxpayer-subsidized transportation for their particular type 
of commercial shipments while other businesses use free enterprise common 
carriers and pay transportation taxes which, in effect, help subsidize the 


parcel-post shippers. 

Mr. Barser. Senator, we are being aceused of lots of things, but 
I believe I have been around here for about 20 years and I think 
most of the Members of the Senate and House know me. We had 
no ulterior purpose in our problem of passing Public Law 199 in 
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1951. We came to the Congress, and the Congress in its wisdonr 
granted us relief. We feel that the law has justified itself, 

We are being accused of having an ulterior purpose in the renewal 
of the express contract in 1954. Well, until this statement was 
brought in here, I had never heard of that before. It simply is not 
SO, and neither do we go around making irresponsible statements. 

We did state that parcel post, is steadily and relentlessly putting 
the Express Ageucy out of business, and it was, and we say so now. 

Senator Scorr. Now, we want you to get everything into the 
record, but we will have to adjourn at: 12 o’clock. 

Mr. Barser. All right. The Post Office, through parcel post, was 
in the freight business. We did not coin that term, Senator. It 
was coined by the Postmaster General in hearings on 8. 1103 in 
part 1. 


Senator Ectron. When you get up to a 70-pound package, it seems to me that 
is in the category of freight and not letters or newspapers or second-class 
matter, or anything like that? 

Postmaster General DonaLpson. It is freight. 


Another one: 


The weight per piece of mail has increased 32 percent since 1945. This is 
due primarily to the unprecedented increase in parcel-post mails as a result of 
the several increases in express rates which have been the cause of shifting 
the business of Railway Express Agency to the postal service. This type of 
mail is more costly to handle inasmuch as its bulk requires more space and 
manpower than other classes of mail. 


Page 2 of the report of the Postmaster General, fiscal year ended 
June 30, 1948: 


Mr. Rees. Mr. Postmaster General, what do you think about the size? If 
you cut down on the size a little, would that not make a lot of difference in 
handling the mail? 


Postmaster General DoNnALpson. Personally, I feel the Post Office Depart- 
ment has gone into the freight business. 

Page 586, House Post Office and Civil Service Committee hear- 
ings, H. R. 2945, volume 2. 

Of course, the Railway Express Agency, being a privately op- 
erated concern for profit, had to do something and had to go to the 
Commission to increase its rates when costs increased, and the only 
uncle I know is Uncle Sam and, certainly he has been no uncle 
to the railroads or to the Railway Express Agency. 

Postmaster General DoNnaLpson. Because of greatly increased rates on ex- 
press shipments, a large volume of parcels formerly handled by express have 
been channeled to parcel post. This has really put the Post Office Department 
in the freight business. We have insufficient distributing space, terminal fa- 
cilities, trucks, and suitable railway cars to cope with the situation, and all 
this makes our operations more expensive. Actually, the postal service is 
being taxed as never before in its long history. 

Page 5, hearings before the Senate Subcommittee on S. 1103, part 1. 

Now, here are some things that I think should go into the record. 
Of course, Senator, to be fair with you, we oppose all these recom- 
mendations of the advisory council. We seriously oppose them. We 
are in serious disagreement, but here are some figures on passenger 
train deficit that I think you should have. 

In 1951, it was $680 million; express share was $92 million. In 
1952, passenger-train deficit was $642 million; the express share, 
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because of the efficacious effect of Public Law 199, was $47 million. 
In 1954, it was $670 million, and the express share was $57 million. 

Now, the 1954 deficit was broken down as follows: 

Passenger carriage, $488 million or 72.9 percent; mail, $65 million 
or 9.7 percent; baggage, including milk, $60 million or 8.9 percent ; and 
express, $57 million or 8.5 percent. 

I submit at this time—I think this was mentioned in the report or 
the statement of the Parcel Post Association, but this is a very beauti- 
ful document and it deals with mail and express. This is the annual 
report of the railroad that calls itself the standard railroad of the 
world, the Pennsylvania Railroad, and I would like to submit that 
and give you the whole picture. You might as well have it. 

Senator Scorr. Without objection, it is so ordered. 

(The document referred to follows :) 


MAIL 


All railroads performing passenger service are required by law to handle 
mail in accordance with detailed regulations of the Post Office Department. 
Because of the Pennsylvania’s size and the number of communities it serves, 
mail is a big item of its business; in 1956, it accounted for about $37 million 
in revenues. However, the cost of rendering this service is greater than the 
revenue it returns. Two factors make it a deficit operation: The failure of the 
mail pay to the railroads to keep pace with mounting costs, and the Post Office 
diversion to airlines and truck companies of considerable mail ordinarily carried 
by rail. This leaves the railroads responsible for all the mail these rivals do 
not choose to take, which, of course, is the kind that costs most to handle or 
produces the lowest revenue. 

The Pennsylvania wants to handle mail, but believes the rates should be 
sufficient to compensate the railroad for its mail-handling costs and, in addition, 
return a reasonable profit. Obviously this cannot come about while rates paid 
to the railroad are not realistic, and selective diversion of business to airlines 
and trucking companies continues. 

Whatever the arguments for subsidized mail service to the public, a low- 
return private industry like the railroads should not be called upon to furnish 
part of the subsidy. 

If the United States Government intends to continue its policy of diverting 
the more desirable mail traffic to the trucks and airlines, then the law which 


requires the railroads to handle the remaining less desirable mail should be 
repealed. 


EXPRESS 


Railway express, like mail, is a deficit operation. This is especially true in 
the East, where higher terminal costs and street and highway congestion keep 
expenses up. Of special significance is competition from parcel post, which 
is, in effect, a Government-subsidized rival of railway express for the small- 
package business. 

In 1956 the Pennsylvania’s revenues from express amounted to over $11 
million, but left a deficit operation, as it has been for years. We think 
that express rates should be increased immediately to pay the cost of rendering 
the service, but in the long run we think there is little hope that the Railway 
Express Agency can ever compete successfully with Government-subsidized 
parcel-post service. The Pennsylvania Railroad takes the position that the 
only permanent and economic solution is for the Government to acquire and 
operate the railway express business as a part of its parcel-post business, thus 
consolidating the operations and assuming responsibility for the whole of the 
small-package business. 

As matters now stand, the railroads are supporting the small-package busi- 
ness in two ways: By handling expréss at a loss, and by bearing some of the 
parcel-post costs through inadequate mail pay. These are burdens the Pennsyl- 
vania and other railroads should not be expected to carry. 
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Mr. Barser. Now, some question was raised here by Mr. Brawley 
at one of the sessions, and he wanted to know what our mail handlers 
did, so I have a letter here from Mr. Willis Taylor, general chairman, 
Washington Terminal, which I would like inserted at this time. 

Senator Scorr. I am sorry, but we are going to have to stop. 

Mr. Barser. I would like to submit that letter. 

Senator Scorr. Without objection, it is so ordered. 

(The letter referred to follows :) 


BROTHERHOOD OF RAILWAY AND STEAMSHIP CLERKS, 
FREIGHT HANDLERS, ExPREsS, AND STATION EMPLOYEES, 
Washington, D. C., May 4, 1957. 
Mr. HarTMAN BaRseERr, 
General Representative, Brotherhood of Railway and Steamship Clerks, 
Freight Handlers, Express and Station Employees, Washington, D. C. 

Dear Sie AND BrorHer: As per our conversation in your office last week 
herewith the information promised you. 

At the Washington Terminal Co. a force of mail handlers are maintained 
to load and unload trains, sort and classify mail for loading in cars in station 
order. This force operates in gangs with one man known as a gang leader 
heading each gang. 

To give you somewhat of an idea how these gangs operate we have a gang 
here that is known as the post office gang. It is their duty to receive all mail 
coming from the post office and deliver it to the proper train for loading or to 
the conveyor belt to be classified for proper loading, my understanding is that 
the post office is supposed to deliver this mail to the bridge between the post 
office and Union Station. However, about 90 percent of the mail is brought out 
of the post office by Washington Terminal employees. It is also the duty of 
Terminal employees to deliver the mail to just inside the door of the post office 
where post office employees take over. 

All mail, including parcel post arriving or departing Washington Terminal 
Union Station by train, is handled by Washington Terminal employees, on trucks 
hauling mail by contract tail gate delivery, is the rule. 

Sorry you had to remind me about this matter, but I have been very busy 
and it slipped my mind. I hope the above is the information you desire and that 
it is of some help in your effort to get over your point. 

My very best regards. See you soon. 

Sincerely and fraternally, 
W. F. Taytor, General Chairman. 


Mr. Barer. I do not know what is involved here, but anybody 
that has any ambitious feeling and thinks they are going to raid us, 
we know how to protect our jurisdiction. We have done it against 
some of the toughest outfits in the country and we can do it again. 

Senator Scorr. We appreciate your testimony, and anything else 
you want to submit for the record we will be glad to receive. We are 
very interested, but we just have to adjourn. 

Mr. Barser. I would appreciate it if the rest of my prepared 
speech could be inserted in the record. 

Senator Scorr. Without objection, it is so ordered. 

(Continuation of Mr. Barber’s statement follows :) 


Under Public Law 843, 81st Congress, the Postmaster General petitioned the 
ICC in 1951 (docket 30690) and again in 1953 (docket 31074) and received the 
increases requested. In our opinion it would be disastrous if this alternative 
policy of arriving at fourth-class mail rates were changed, doing away with this 
procedure and forcing the Postmaster General to come to the Congress. In 
other words, the Congress failed in its responsibility, as is reflected in the accu- 
mulative parcel-post deficit for the years 1926-53, amounting to $1,180 million. 
They did not reassert their responsibility until 1950, when the general provision 
affecting fourth-class mail was enacted by the passage of Public Law 843. In 
the year 1951, the revenue from fourth-class mail was $431,353,652, and disburse- 
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ments were $562,494,580. Through the medium of petitioning the ICC for 
increases in fourth-class mail rates, the revenue on this class of mail was $164 
million more in the year 1955 than in the year 1951, while the increase in expen- 
ditures was only $31 million greater. There is an added factor, however, that is 
pertinent to this problem, and that is in the year 1951, Public Law 199, the Size 
and Weight Limitations Act, reducing the weight and size limits between first- 
class post offices, was enacted and became effective January 1, 1952. This com- 
bination of increased rates and the elimination of heavier and bulkier parcels 
from the mail has resulted in a balance of revenue over disbursements in fiscal 
1955, although the cost-ascertainment figures did not take into consideration 
many millions that were spent on behalf of the Post Office Department by other 
agencies of the Government. 

With your permission we will now discuss the question of the loss to the De- 
partment of $73 million. It was asserted by Mr. James E. Nelson, Executive 
Director, Bureau of Post Office Operations, in a statement made on January 11, 
1954, before a subcommittee of the House Post Office and Civil Service Committee, 
entitled “Financial Expenditures” : 

“Our estimates are that as a result of the new weight and size limits, the postal 
system lost $72 million of gross revenue annually under the old parcel-post rates. 
This loss can be translated into $98 million under the present rates. It is esti- 
mated the cost of handling the lost business would have been approximately 
$25 million, so that the net loss in revenue is now estimated to be $73 million 
annually under the present rates.” 

No doubt Mr. Nelson had in mind the testimony of Mr. Walsh, a witness for the 
Post Office Department before the Interstate Commerce Commission in the pro- 
ceedings (docket 31074) in 1953. At the same proceedings, in table No. 5 of the 
Post Office Department’s exhibits No. 8, covering the period of January 1, 1952, 
to June 30, 1952, entitled “Zone Rate Parcels—Revenue Per Unit (Cents) at 
Rates in Effect—Expense Per Unit (Cents).” This table showed that parcel 
post lost over 3 cents on a 1-pound package in local delivery and continued to 
lose proportionately more as the weight and distance increased, until the loss 
reached $2.71 on a 70-pound package to the eighth zone. It was developed that 
the larger and heavier the parcel, the loss steadily increased. If it is a fact that 
$73 million a year was lost in revenue, it is equally clear, based on the Depart- 
ment’s own exhibit, that the cost of every piece of parcel post was greater than 
the revenue received therefrom. 

At the hearings on H. R. 6052 in 1953, conducted by the House Post Office 
and Civil Service Committee, pages 321 and 322, Mr. Walsh was a witness 
before this committee, and at that time Mr. Murray, the then ranking minority 
member who is presently the chairman of the House committee, asked certain 
questions : 

“Mr. Murray. If we are going into Public Law 199, I want to be heard on 
that. Mr. Walsh, you testified before the Interstate Commerce Commission in 
the proceeding to raise parcel-post rates. Mr. Barber asked you: ‘Was there 
not a loss on every parcel-post shipment in the Post Office Department? You 
said ‘Yes.’ He asked you: ‘On a 70-pound package to the eighth zone, there 
would be a loss of $2.71.’ You said: ‘Yes; that is correct.’ ‘What would have 
been the loss on 2 pieces of 70 pounds to the eighth zone, twice that? You 
said ‘Yes, sir... Now, Mr. Barber said: ‘Looking at this table, Mr. Walsh, I fail 
to find wherein any instance the cost of handling any of these pieces from 1 
to 70 pounds in any zone is lower than the revenue received. Therefore, in 
handling these pieces from 1 to 70 pounds, it would have cost the Department 
more to handle them than the loss in revenue.’ The witness—that is you: ‘I 
have no reason to disagree with you.’ 

“Mr. Murray. 1951 was the year immediately preceding the effective date of 
Public Law 199. You cannot tell me that, because of the enactment of Public 
Law 199, there was any loss of $52 million, because the more parcel post you 
handle the more you lose. I led the fight for Public Law 199 in the House. It 
is a good bill. It is high time that the Post Office Department gets out of the 
freight business and quits competing with private enterprise. 

“Mr. WautsH. My testimony before the Interstate Commerce Commission did 
not disagree with that point at all. The extract that you read from the hearings 
and the report of the Commission adequately portray the testimony that I gave 
before the Commission. 


“Mr. Murray. This claim of loss of $52 million because of Public Law 199 is 
all poppycock. 
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“Mr. WatsH. The net revenue was reduced by that amount as of the time the 
law went into effect. 

“Mr. Murray. What about the increase in transportation and the expansion 
of facilities? You do not take that into consideration at all; and the increase 
in the salaries of personnel. 

“Mr. Botanp. In the long run, the adoption of Public Law 199 will assist the 
Post Office Department, will it not, in your opinion? 

“Mr. WaxtsH. I think it could have that result. 

“Mr. Murray. It will get out of the freight business, too. 

“Mr. WatsH. My testimony was that it probably was not harmful to the 
Department, in my opinion. 

“The CHAIRMAN. Are there any other questions to be directed to the witness? 

“Mr. LestnskI. I have one little statement. For the information of Mr. 
George here, if Public Law 199 is repealed—let us realize this—you have not 
the facilities in the Post Office Department to handle the heavy items. For 
your information, what you have to do is spend about $2 billion throughout the 
whole country for facilities that will be necessary.” 

In the very pertinent testimony given at the hearings on bill H. R. 6052, vou 
will note that Congressman Lesinski stated that, if Public Law 199 were repealed, 
the Post Office Department would not have the facilities to handle the heavy 
pieces and that an expenditure of about $2 billion throughout the country for 
additional facilities would be necessary. This amount, at 5-percent interest, 
would amount to $100 million yearly. It is extremely doubtful if the Post 
Office Department would do this and equally doubtful if the Congress would 
authorize or appropriate such a large sum of money for this purpose. With the 
lease-purchase program bogged down due to the inability of persons operating 
under the lease-purchase act to obtain building funds at a reasonable rate of 
interest, it would take quite a period of time before the facilities could be built 
and equipped for the handling of heavy, oversize pieces. 

It is equally obvious that the costs existing in 1952 have materially increased. 
Therefore, if the heavy and oversize parcels were restored between first-class 
post offices, the costs would exceed revenues and the deficit in the Post Office 
Department would be increased. This statement is substantiated by the ICC 
in its decision of 1953, increasing fourth-class rates (docket 31074). The 
Commission said: 

“We are unable to agree with the protestants that an increase in traffic, 
especially such as might result from the restoration of the former size and 
weight limits, would insure against recurring deficits. In the fiscal year 1951, 
the number of parcels carried was 27-percent greater than it was in the fiscal 
1946, but in the same period the deficit estimated for fourth-class mail rose 
from $42,415,355 to $131,140,928.” 

In Report No. 1006 of the House Committee on Post Office and Civil Service, 
dated September 24, 1951, it was recommended that the proposed bill to reduce 
size and weight limits on parcel post between first-class offices be passed. The 
report stated: 

“It is apparent that the problem of the Government agency competing with 
private business to the point that that private business, the Railway Express 
Agency, is being irreparably damaged, cannot be met by rate increases alone. In 
the opinion of the committee, however, it can be met by a restatement of con- 
gressional policy with regard to parcel-post service and the return in part to 
the size and weight limits originally approved by Congress when the parce) 
post was established to provide a small-parcel delivery service to areas whick 
are not serviced by other transportation facilities. 

In the judgment of the committee, this legislation evidences the policy of the 
Government that it refrain from competition with legitimate private business. 
However, it does retain the principle upon which parcel post was established 
that an element of our economy and all of our people shall have transportation 
facilities whereby they can obtain necessary goods and ship the products of 
the farm. 

The legislation will be advantageous to the Post Office Department and will 
represent a savings by eliminating the handling of the heavy and bulky parcels. 
The large packages which must be handled, outside of mail sacks, occupy a large 
amount of space in post offices needed to process first-class mail. They also re- 
quire special handling, since they are not adaptable to the parcel-post slides and 
other mechanical equipment installed in the post offices. In addition, these 
large, heavy parcels crush smaller parcels passing through the mails, causing 
an excessive loss in rewrapping and damage.” 
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The National Council on Business Mail, Ine., during the hearings in 1953, 
before the Interstate Commerce Commission, declared : 

“That the elimination of large and heavy parcels from the mails created larger 
deficits.” 

The Postmaster General’s answer to this charge was brief and precise: 

“As a matter of fact the testimony of the Department’s cost witness clearly 
indicates that, if the trend toward heavier parcels experienced prior to the 
effective date of Public Law 199 had continued, thus requiring additional sub- 
stantial expenditures for expanded facilities, such increased expenditures would 
have tended to offset the potential revenues from heavier weight parcels (trans- 
script, pp. 140-141). In other words, the immediate result of changes accom- 
plished by Public Law 199 must be clearly distinguished from the long-range 
results contemplated when the legislation was enacted. In the long run, the 
added expenditures for expanded facilities conceivably might have brought about 
even greater deficits than those immediately resulting from the decreased 
revenues attributable to the absence of heavy parcels.” 

The long-range results of Public Law 199 have been realized. Although two 
rate increases on fourth class mail have been in effect since 1951 and 1953, the 
elimination of the large and heavy pieces between first class post offices has con- 
tributed materially to holding down expenditures. If you compare 1951 with 
fiscal 1955, you will see that expenditures chargeable to fourth-class mail only 
increased $31 million while the revenues increased $164 million. The revenue on 
zone rate parcels in 1955 exceeded expenditures by over $13 million, whereas in 
1951, when Public Law 199 was enacted, expenditures exceeded revenues on 
zone rate parcels by $122 million. 

In view of the testimony submitted in this statement, the Size and Weight 
Limitations Act has not increased expenditures of fourth class mail. It has 
decreased expenditures in an amount greater than the loss in revenue. The 
question might very well be asked: If Government competition forces private 
transport to the wall, where is the Government going to obtain its revenue to 
earry on its functions? If the Government can do this to private tax-paying 
transport, it can do so to other industries. 

On page 24 of its report, the council arrives at certain conclusions, not only 
with reference to the $73 million loss in revenue, but to the inconvenience 
caused citizens. Certainly, some people are being inconvenienced by the size 
and weight limitations between first class post offices, but no matter where the 
size and weight limits are fixed, someone would complain. Do not common car- 
rier transportation companies and their employees have any rights at all? If 
anyone can show how it can be worked otherwise, let them say so. 

After 1946, due to the spiral of inflation, the Railway Express Agency had to 
increase its rates and large blocks of its traffic went to parcel post. The number 
of employees was virtually cut in half between 1946 and 1951. The passage of 
Public Law 199 acted as a deterrent to this rapid decline in employment. It is 
felt that at least 2,500 jobs exist today in the Railway Express Agency because 
of Public Law 199. There is no question of “public welfare” cost being involved 
as indicated in the council’s report. 

We would now like to discuss the conclusion reached by the council on page 
34 of their report. The Post Office Department is not restricted by law or 
otherwise as to what form of transportation jt employs in handling the mails. 
At one time the railroads handled nearly all the mail. Today, they handle 
roughly 75 percent. Mail, so far as the railroads are concerned, is a highly 
competitive commodity, if it ean be classified in that manner. Hundreds of 
millions of dollars have been invested in railroad mail terminals and mail- 
handling machinery. Many terminals are especially equipped to handle the 
mails, and these facilities cannot be used for any other purpose. The Post 
Office Department enjoys a unique position so far as the railroads are con- 
cerned. Mail cars are built to the specifications of the Department. The 
Department designates the train on which they want the mails moved. Free 
transportation is furnished to department personnel in performance of their 
duties for the Post Office Department. If the railroads do no carry out the 
orders of the Department, they are subject to fine. There are no comparable 
customers. The rates and charges are approved by a Government body, the 
Interstate Commerce Commission. The Post Office Department complains it 
is faced with the probability of increased mail rates. As more and more 
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mail is diverted from the rails, they can expect to be faced with this problem. 
During the years 1951-55, one large eastern carries lost $596,352 during this 
period due to mail diversion. Effective January 1, 1956, all mail was diverted 
from a certain eastern carrier to trucks. Three hundred employees lost their 
jobs, with an annual loss in take-home pay of over $600,000. Our general 
chairman on this road said: 

“IT am convinced from conversations with those who know on this property, 
that the schedules cannot be improved and the economies contemplated are 
very, very doubtful.” 

Prior to January 1, 1952, few mail-truck routes were established, but 1 north- 
eastern carrier, while still operating its affected trains in 1955, had witnessed 
the inauguration of 37 truck routes in its territory. It was still ready and 
willing to carry any mail the Department chose to shunt its way. As a matter 
of fact, since November 1954, considerable mail has been given back to this 
railroad and additional storage and RPO service has been authorized by the 
Post Office Department. It might very well be asked why the mail was taken 
away from this road in the first place. 

In a certain State a situation arose where shipments of periodicals were 
involved in a strictly east to west movement—in other words, one-way traffic, 
on which the Department received a low bid from a trucker who had a heavy 
eastbound movement, but a light westbound movement. The trucker was given 
the mail because the railroads could not possibly meet such a low rate. 

The council is mistaken in its conclusion, and anyone who feels that the 
railroads and their mail-handling employees are making a good thing out of 
the Post Office Department is also mistaken. There is an instance where the 
Department notified a Member of Congress that the current rail service was 
satisfactory and they contemplated no change in the movement of the mails, 
which involved seven trains. As a matter of fact, this mail had been diverted 
some time previously. These are just a few instances of what has occurred 
since 1952. 

We would now like to discuss the conclusion reached by the council on page 
36. Reference is made to section 557, United States Code, title 39, passed in 
1916. This section of the report has been discussed by the representative of 
the Post Office Department and the witness for the railroads. At the time the 
statute was passed, a number of express companies were in existence. They 
paid the railroads for handling their shipments and pocketed the balance. A 
far different situation existed in the years 1947 and 1948, when the Post Office 
Department tried to have the Interstate Commerce Commission enforce this 
provision of the postal law. The Railway Express Agency had come into being 
in 1929, and, under its contract with the railroads, the agency pays all its ex- 
penses and remits the balance in the form of express privileges to the railroad 
owners. The railroads do not publish or maintain rates on express. The Com- 
mission was of the opinion that section 557 was unenforcible in view of the 
changed circumstances that had come into being since 1916. The express pay- 
ments received by the owning carriers are secured from net receipts of the 
Express Agency under the operating agreement with the railroads. The Com- 
mission ruled that section 557 of title 39 did not require it to formulate rates 
in sucha manner. There is no “hidden” cost in this instance. 

What is readily apparent is that considerable mail revenue has been taken 
away from the railroads, and during practically the same period since 1951 the 
Express Agency has paid to the railroads over $40 million more per year in 
express privileges. In reply to the assertion that Public Law 199 has not done 
anybody any good, including the Express Agency, it can be stated that, in the 
year 1951, the railroads received only $84 million from the Express Agency, 
compared with $125 million in 1955. So, it can be seen readily such statements 
are not factual. 

It can be said we are amazed at the conclusions reached by the council in the 
several matters we have discussed. During the time this study was being made, 
this brotherhood was never consulted or asked at any time to submit a state- 
ment. It is our understanding that neither the railroads nor the Express Agency 
were ever asked to submit any statements or were consulted in any way. 
We don’t know how the council conducted its study. The only thing we can 
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evaluate is its final product—the report with which we find ourselves in serious 
disagreement. 


Mr. Pascuau. If he has any other documents he wants to submit 
after adjournment, he may do so. 

Senator Scorr. Yes. 

(The following letter and chart were subsequently submitted :) 


BROTHERHOOD OF RAILWAY AND STEAMSHIP CLERKS, 
Washington, D. C., May 15, 1957. 
Hon. OLIN D. JOHNSTON, 
Chairman, Post Office and Civil Service Committee, 
United States Senate, Washington, D. C. 


Dear SENATOR JOHNSTON: After you had left the hearings yesterday morning, 
I continued to submit testimony to your associate, the Honorable Kerr Scott, 
who presided. Time would not permit me to submit at that time all the oral 
comments I desired to make before the committee adjourned at noon. Your 
colleague, Senator Scott, was kind enough to tell me that I could submit addi- 
tional testimony and data, and 1 am now doing so. 

One thing that I don’t believe is clearly understood is that the Railway Express 
Agency pays all its own expenses, including terminal expenses. The railroads 
pay none of the terminal expense of the Railway Express Agency. Out 
of the $297 million paid the railroads by the Post Office Department during fiscal 
1955, terminal expense amounted to $49 million. This factor should be given 
due consideration in figuring the amount of money received by the railroads in 
handling railway express traffic. In addition to this factor, consideration should 
also be given to the $10 million that was collected by the Railway Express 
Agency in 1955, representing the money received from the 3 percent tax on every 
express shipment. Of course, the railroads did not receive this money, but the 
Government did. 

It should also be remembered the railroads receive more out of the express 
dollar than they do out of the mail dollar. During 1956, postal receipts from 
second-, third-, and fourth-class mail totaled $930 million for which the railroads 
received $236 million, or 25 percent plus, while the railroads received $125 million 
from a total of $352 million of receipts from surface transportation collected by 
the Railway Express Agency, or 34 percent plus. It is true that the railroads 
received $236 million for the transportation of second-, third-, and fourth-class 
nail, while the Railway Express Agency, after paying all expenses, turned over 
$125 million out of $352 million received from surface transportation. While 
the railroads received more money for the transportation of mail, there was a 
larger dollar volume of mail handled on the basis of practically 3 to 1 compared 
to the receipts the Railway Express Agency received from surface transporta- 
tion. 

Both railway express and the mail-handling activities of the railroads are 
deficit operations so far as the carriers are concerned, according to the manner 
in which the passenger-train deficit is figured at the present time by the Inter- 
state Commerce Commission. Any attempt to cripple mail or express at the 
expense of the other is unjustified, unwarranted, and not in’consonance with the 
national transportation policy. 

Yours very respectfully, 
HARTMAN BARBER, 
General Representative. 


Passenger train deficit the following years 
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The 1954 deficit has been broken down as follows: 
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Senator Scorr. The committee is adjourned. 
(Whereupon, at 12:05 p. m., the subcommittee was adjourned to 
reconvene at the call of the Chair.) 
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FRIDAY, MAY 17, 1957 


Unrrep States SENATE, 
JOMMITTEE ON Post Orrice AND CriviL SERVICE, 
SUBCOMMITTEE ON PostAL Poricy, 
Washington, D.C. 
The subcommittee met, pursuant to notice, at 10:30 a. m., in room 
135, Senate Office Building, the Honorable Olin D. Johnston pre- 
siding. 
Present: Senators Johnston (chairman of the committee) and Mon- 
roney. 
Also present: J. Don Kerlin, staff member, and Frank A. Paschal, 
staff member. 
The CuarrMan. The committee will come to order. 
Our first witness is Harry J. Maginnis, executive manager, Asso- 
ciated Third Class Mail Users. 


STATEMENT OF HARRY J. MAGINNIS, EXECUTIVE MANAGER, 
ASSOCIATED THIRD CLASS MAIL USERS 


Mr. Macrinnis. Thank you, Mr. Chairman. 

It will be recalled that Chairman Johnston opened these hearings 
by commenting on the prerelease of the Citizens’ Advisory Council 
report by the Postmaster General. Mr. Summerfield summarily con- 
demned the report before its official release to the public. Chairman 
Johnston expressed the view that this was a violation of a “gentle- 
man’s agreement.” 

A lot has been said about the men who wrote the report. The 
charge of “special interest” and “unobjectivity” has been leveled at 
the seven outstanding citizens who prepared and submitted the report 
to this committee. 

Senator Carlson very properly asked for an armistice on name call- 
ing and propaganda warfare. Yet it continues. 

I say to this committee, with all the conviction at my command: The 
issue is a simple one—either the computation in the council’s report are 
accurate or they are not; the recommendations are either valid or they 
are not valid. It behooves all of us to look carefully at the facts. 
These are open hearings. They are in the best tradition of the Re- 
public. If the report is a “phony” as the Department and certain 
newspapers indicate, this committee stands ready as a jury to hear 
the testimony of those who challenge the council’s findings. 

So far the committee has heard a dozen or more qualified witnesses, 
including the Postmaster General himself and his deputy, Mr. Stans. 

No one so far has successfully challenged the basic findings of the 
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report, namely, that the postal establishment is a service to all the 
people and not a business; that it performs public-welfare services for 
170 million Americans, the calculable dollar value of which in fiscal 
1955 approached $400 million. In fact, the Department was forced to 
admit that the report is correct in at least one instance. 

The council, on page 36 of its report, refers to the hidden railroad 
subsidy cost of $100 million. This item is not included in the $400 
million of identifiable public-welfare items. 

On the first day of the hearings the Deputy Postmaster General 
himself testified that such a subsidy does exist. 

Moreover, a former Solicitor of the Post Office Department, Mr. 
Roy Frank, in a brilliant brief demonstrated conclusively that the 
$100 million estimate of the council is correct. 

While the Postmaster General and his deputy sought to prove that 
the council’s estimate of public-welfare costs was inaccurate, the rec- 
ord will show that nothing asserted by either witness challenged the 
factual data of the report. 

We are now in the closing days of these hearings. The committee 
will soon be called upon to ‘determine whether the council’s report is 
a fair presentation of the policy issue. In my judgment the weight of 
testimony says that it is. if the committee agrees with that judgment, 
I feel certain a policy bill will be written and reported to the Senate 
of the United States for action. 

Other witnesses have referred to the details of the report, the enu- 
meration of free and subsidized public-welfare items. 1 do not wish 
to cover ground which already has been plowed. 1 would like to add 
some new thoughts for the record ; thoughts based on 7 years’ intensive 
observation of this particular problem. 

We all know that postal ratemaking has degenerated into an orgy of 
name calling, propaganda, and pressure tactics. There is no reason to 
believe that such an unsavory condition will evaporate unless and un- 
til the Congress of the United States finally establishes some guide- 
lines for the re adjustment of postal rates. 

Business users of the mail are not opposed to any increase in postal 
rates. They are opposed—and, it seems to me, properly so—to rates 
which would require them to pick up the tab for $500 million or more 
of public welfare items. The great good performed by the United 
States postal establishment is not limited to business users of the 
mails. Every citizen enjoys the benefits flowing from our farflung 
postal service. 

Where such benefits are provided by Congress, it is our contention 
that they should be paid for out of general tax funds. All other Fed- 
eral agencies operate in this sound fashion. There is no sound reason 
why the Post Office Department should constantly be charged with 
creating unconscionable deficits. 

As Mr. Ray Hulick of the National Rural Letter Carriers’ Associa- 
tion pointed out in his testimony a few days ago, the 500,000 loyal 
postal workers are a little tired of being blamed for large deficits,’ 
I am sure the leaders of other postal unions feel the same way about 
this unfair charge. Their morale deserves to be low. 

In this connection I ask permission to insert in the record a short 
article prepared by a Mr. W. C. Burton which outlines in better 
fashion than I have ever seen the wonderful part the postal service 
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plays in American life, and his high opinion of the postal employees 
who contribute so much to an effective postal service. Congressman 
Robert C. Byrd included this article in the Appendix of the Congres- 
sional Record of May 10, but I believe the record of these hearings 
should carry Mr. Burton 's splendid summary. 

(The article mentioned above follows :) 


PINCH THE Post OFFICE Ir You DARE 
(By W. C. Burton) 


Let’s open up the parcel-post window and the registered-mail window, along 
with the stamp and money-order windows, and ventilate this United States 
postal-service question. Let’s permit some fresh air and reason, and some pretty 
strong feelings in the bargain, to play upon the subject for a while. 

I don’t know very much about the inner and intricate workings of the United 
States Post Office Department, so I can speak freely. And I can certainly speak 
with deep feeling. I have had my say about the post office once before, and what 
I said was, in essence, this: Don’t mess around with the postal service; it’s 
just about the best and most valuable and most important service that the 
Government has to offer. 

I have such a mighty respect and such a powerful affection for the postal serv- 
ice that I always stand rigidly at attention and lick a stamp, as a sort of salute, 
a silent tribute, whenever its name is mentioned in my hearing. 

It is my great daily adventure to go down to the post office every day; some 
days I go 2 or 3 times, to unlock my post-oftice box and see what the boys have 
stuffed into it. The novelty of this simple act never wears thin for me. What 
will be inside? <A letter from some friend across the State or across the Nation? 
Will the box contain that tantalizing little rectangle of colored cardboard bear- 
ing the legend, “Call for package’? Will it hold an offer from someone who 
wants to send me, bless his generous heart, genuine hand-painted, wrinkleproof 
$5 neckties for a mere $1 apiece, 6 for $57 I am not immune even to those 
blandishments. 

Each morning the daily paper is there, the tidings of all the known world 
wrapped in a few folds of newsprint, and waiting for me in my post-office box, 
just because the post-office people are so nice and obliging that they place it 
there, without fail, early every day. At least once a week a check reposes in the 
box. The familiar envelope winks at me cordially through the numbered glass 
window long before I can insert and turn the key in the Yale lock. What a 
happy little cubicle the post-office box is on such occasions. Then I skip merrily 
from the post office to the bank, where I can make good most of the checks I 
wrote the week before 

And the magazines, the gay, colorful, fascinating magazines which sometimes 
seem to swell the box to bursting. And Christmas cards and Easter cards, and 
birthday cards and all sorts of things, not to mention that most enthralling of 
all forms of literature, catalogs, all kinds of catalogs. Of course, it is true and 
it is only fair to mention it—the monthly bills are placed in my post-office box, 
too, but, then, nothing is perfect. We have to accept the bitter with the sweet. 

Oh, I'll tell you, no man stands higher in my esteem than the fellow who 
invented the post office. He is a great hero in my private hall of fame, a tre- 
mendously large-hearted benefactor whose statue should grace every public 
park, public school, and poolroom. 

Well, you can see how I feel about the United States postal service and you 
ean understand how I blanch at the very thought that somebody is going to 
pinch the post office. 

Now, Mr. Summerfield, I don’t know you and I’m not taking up for you. What 
you did before you managed to wind up on the winning side and get this job 
you've got, I don’t know. And, not meaning to be impertinent, I don’t care. I 
guess you have done some good things and some bad ones. I like the new ball- 
point pens. I like some of the new commonsense regulations on class matter. 
(When a dime-store label was regarded as a true voucher of a parcel’s contents 
but the same assurance in a sender’s own hand wouldn’t do—boy, that was al- 
ways ridiculous. ) 

I don’t know what you did with all that money, Mr. Summerfield. Maybe 
you spent most of it wisely. I don’t know. I doubt it, but I don’t know. 
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I know you must have spent several thousand dollars getting tacky little paper 
signs printed and put over the doors of your post offices—when the same word- 
ing “United States Post Office” was already emblazoned a block’s length across 
tue buildings, carved in granite or cast in bronze. Now that, in itself, Mr. 
Summerfield, is a prime example of a pretty silly way to run a Post Office 
Department. 

The United States postal service has always been a superlative service, some- 
times almost superhuman in its efficiency and persistence. I haven't noticed 
any spectacular changes that made me exclaim, “Boy, that little old Arthur 
Summerfield is really a crackerjack little old Postmaster General.” 

So, as I say, I’m not taking up for you, Mr. Summerfield. I’m taking up for 
the hundreds of thousands of post-office employees, the clerks, the carriers, the 
sorters, and fillers-out of forms; all the people who carry out this diverse and 
wonderful and far-reaching service so infallibly day after day, and will con- 
tinue to do so, thongh Summerfields may come and Summerfields may go with 
the winters of other times and terms. 

I was in our post office here in our town the other day, and I noticed the glue 
in the old gluepot was mighty thin. I suspect that you are just watering the last 
administration’s glue, Mr. Summerfield, and that kind of economy is not going 
to get you anywhere. 

The boys in our post office have kept right on giving the same courteous, 
old faithful accommodations, economy or no economy. The other day I got 
a call-for-package card in my box. I presented it at the window. ‘The cierk 
said, “You haven't got a package—your wife phoned and said you'd better have 
the right front tire on the car checked; it’s getting flat.” Tuat’s the kind of 
service that no deficit can cut. 

I don’t think a stamp hike is the answer, either. We lost that buiwark of 
the American way of life, the penny post card. Must we surrender that 
engrained institution, the 3-cent stamp? 

Look at it this way: The postal service is the Government’s greatest, most 
amazing service to the greatest number of people. It pays much of its own 
way, besides giving free rent to the customs, internal revenue, 1 or 2 farm 
agencies, the Army, Navy, Air Force, and Marines. 

Come on, Congress. With the very possible exception of Mr. Summerfield’s 
salary, I am calling for pay raises and fresh glue all around. 

Mr. Macrtnnis. As mentioned previously, I would like to contribute 
something new to the record. I should like to take as my theme pages 
50 and 51 of the council’s report, the section entitled “It Is a Mis- 
nomer To Refer to the ‘Postal Deficit.” 

The constant criticism of “postal deficits” would largely be eliminated should 
the Congress finally establish clear-cut ground rules for measuring the extent 
of public-welfare items in the postal budget. In like vein the vigorous opposi- 
tion to rate readjustments would also subside. 

The council is confident that the American people will readily approve appro- 
priations for the support of the postal service when they know the nature and 
extent of services performed without fee or below cost by the postal establish- 
ment. The council trusts that its efforts, through this report, will prove a long 
step in the direction of a better informed public. 

Then appears probably the wisest statement in the report: 


Such unfair criticism, unless countered by the truth regarding postal expendi- 
tures, could eventually create a public clamor for the elimination of needed 
postal appropriations on the false assumption they are “deficits.” Indeed, 
needed funds probably already have been withheld from the Department because 
its functions and finances have been inaccurately portrayed. 

The council was slightly clairvoyant when it wrote that paragraph. 
The recent battles between the Congress and Mr. Summerfield over 
his budgetary problems attests the wisdom of the council’s statement. 

The present Postmaster General has created within the Post Office 
Department the greatest propaganda machine ever installed in a Gov- 
ernment agency. The daily flow of press releases, brochures, 
speeches, et cetera, has been overwhelming. Mr. Summerfield single- 
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handedly has convinced a large segment of our people that the postal 
service is simply a deficit-ridden arm of Government, used only by 
business, a vehicle for free loaders. 

No wonder the Department is having trouble getting money to 
operate. 

" Thareim lies the tragedy. The Postal Establishment is, as Deput. 
Postmaster General Stans once characterized it, “the most ebtiquatied, 
antediluvian, obsolete institution in Government.” If anything, the 
service has worsened since Mr. Stans made this appraisal 4 years ago. 

More money should be appropriated by the Congress to make the 
Post Office an efficient, modern arm of Government. On page 64 of 
its report the council recommends: 


5. Congress should direct the Post Office to request adequate appropriations 
for research and capital improvements compatible with the highest standards of 
modern business efficiency, and provide for a periodic review by the Congress of 


progress achieved. 

If I were Postmaster General, I would certainly receive such a ree- 
ommendation with a feeling approaching joy. Yet, Mr. Summerfield 
condemned the entire report before it saw the light of day. 

Were this the only note of condemnation, we might excuse the Post- 
master General on the ground that he had a bad day and was speak- 
ing without first thinking. Yet, the record shows that when the very 
fine report prepared under the able chairmanship of the able Senator 
from Kansas was released in the 83d Congress, it, too, met with an un- 
savory comment. On that occasion, Mr. Summerfield expressed the be- 
lief that the great Senator from Kansas, good friend and able sup- 
porter of his leader, President Eisenhower, was “expendable.” 

The Cuarrman, I talked with the Postmaster General yesterday. 
From his conversation he must be softening up just a little bit on this 
very thing that you are talking about. He at least expressed in his 
conversation the belief that a great deal of the deficit was, you might 
say, work that they were doing for the Nation as a whole, and vishaie 
should not be charged up as a deficit. 

Mr. Mactnnis. That is the happiest news that I have heard in a 
long time, Senator Johnston. 

The CHarrman. I don’t think we are so far apart, from the conver- 
sation with him yesterday. 

Mr. Kerry. | presume you hope that is still his feeling. 

Mr. Mactnnis. When Chairman Johnston sought to probe into 
some postal inefficiencies last year, he was accused by Mr. Summerfield 
of being a “faker.” Another member of the committee, Senator Mon- 
roney, of Oklahoma, had the label “demagog” tacked on him by the 
postal head. 

As I said, money needs to be appropriated to improve the postal 
establishment. Yet there are abundant signs that so long as Mr. Sum- 
merfield remains as the head of our postal establishment it will be ex- 
tremely difficult for him to get from Congress enough money to buy 
so much as an additional tack hammer. 

Numerous Members of Congress have called for Mr. Summerfield’s 
discharge, impeachment, or imprisonment. One will search the record 
long and hard to find any similar instance in American history when 
a Cabinet member has been under such concentrated fire, particularly 
a Postmaster General. 
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‘The whole rhubarb need not have occurred. Mr. Summerfield is an 
able man. He can distinguish truth from fantasy. Almost everyone 
who has read the council’s report has agreed with its findings and con- 
clusions. If the Postmaster General would take another close look at 
the report he would find therein the solution to all his problems. He 
could have removed from his shoulders the cross he has created— 
deficits which, in all reality, are not deficits but appropriations made 
by wise Congresses in the interests of 170 million Americans. 

When the public-welfare items have been earmarked and removed 
from his deficit, it will be seen that the Department is not in bad shape 
at all financially. Mr. Summerfield could abandon as unwise and un- 
necessary his search for punitive and destructive rate increases. The 
business users of the mails would have no leg to stand on in the congres- 
sional forum onces it was determined there is a “true” deficit charge- 
able to the actual users of the mails. 

While the rate issue is one of the most complex and misunderstood in 
all of Government, the Congress very wisely for 414 years has sensed 
that the Summerfield goal of a self-sustaining postal establishment is 
neither feasible no wise. Accordingly, the Congress have refused to 
enact his rate proposals while approving unanimously on four separate 
occasions legislation to investigate the postal establishment. 

In conclusion, I wish to refer to another important item. At the 
time the council prepared its report there was no reason to believe 
that a Postmaster eee would ever issue an order embargoing 
any category of mail. 

peaking for third class mail users, I should like the record to show 
that the very threat of such an embargo last month has had disastrous 
results. The direct mail industry was thrown into a state of panic 
by the third class embargo order of April 5. Printing orders were 
canceled in thousands of instances, the contracting for goods came to 
a halt, and the greatest uncertainty among the 223,000 third class 
permit holders and their suppliers was created. 

My association brought suit against the Department. That suit 
was dismissed before the Department replied. We have appealed the 
dismissal to the United States court of appeals. The 4 to 5 million 
Americans who depend on direct mail sales for their livelihood either 
wholly or partially want a court determination of this crucial consti- 
tutional question. If the issue is left in doubt, the greatest damage 
will be inflicted on a broad and vital section of our economy. 

Committee members are aware that the Postmaster General is again 
talking about the curtailment of postal services. If, perchance, he 
should again order the embargo of third class mail, we would, of 
course, proceed against him in the courts. It seems to me, however, 
that the issue can best be decided by statute. Certainly the Congress 
will want to examine carefully the arrogation of such tremendous 
power by an appointed official. If it is legally possible for a Post- 
master General to ambargo third class mail, why not second class mail 
which consists of newspapers and magazines—the free press of Amer- 
ica, if you will? I hope this committee will approve promptly legis- 
lation to prohibit the embargoing of any category of mail. 

While Mr. Summerfield’s own policy statement, contained in the 
rate bills he has submitted to Congress, provides that due considera- 
tion shall be given, when fixing rates, to the impact of rate increases on 
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users of the mails. I can state without fear of coritradiction that 
neither the Post Office Department nor any other agency of Govern- 
ment has made any studies to permit such a détermination. Mr. 
Summerfield’s policy section is not self-executing. I hope that, in any 
policy bill prepared by this committee, provision will be made to 
insure such a determination before rate increases are proposed. 

When Mr. Stans was before the House Appropriations Committee 
earlier this year, the following colloquy occurred : 

Mr. CANFIELD. This leads me to the question: Does the Department currently 
have in mind any recommendations bearing on any changes regarding that mail 
(third class) other than in the rate bill? 

Mr. Srans. The only change we have in mind at the present time is to in- 
crease the rates. We think, then, the law of diminishing returns will hold the 
volume of that mail to a reasonable level. 

On April 1 before the Senate Appropriations Committee this state- 
ment was made by Mr. Summerfield : 

‘Senator Dirksen. General, I have one other question. I notice in the House 
hearings reference to so-called junk mail. What is the situation as of now? 


Mr. SUMMERFIELD. Well, the volume is increasing tremendously. With this 
little leveling off in the national economy— 


we don’t get many admissions like that from a Cabinet officer— 


it is increasing at an ever accelerating rate. I asked your postmaster in Chi- 
cago the other day to tell me, “What is your volume of mail at the moment?’ 
He said, “They are really pouring this mail in on us.” I said, “What do you 
think the reason of it is?’ The answer was that these businesses are highly 
competitive now; these people are spending more money to put more and more 
mail in to solicit more business to stimulate their volume. He said “It is com- 
ing in down over our ears, and it will continue.” 

Any time you underprice a product, then you will get an excessive volume. 
That is what we have today, which is partly the reason we have the volume. 

In other words, Mr. Summerfield doesn’t like sales through direct 
mail. That is the only conclusion I can draw from it. And he wants 
to reduce the volume of third-class mail. 

I leave to the committee the task of determining from the embargo 
threat the remarks of Mr. Summerfield and Mr. Stans just, what the 
Post Office is attempting to do to the 223,000 third-class permit 
holders throughout America, mostly small-business concerns which 
will go down the drain if the Summerfield strategy is successful. 

The constitutional responsibility of Congress to determine postal 
policy is clear. Its usurpation by the executive branch must be pre- 
vented. The adoption by Congress of the council’s recommendations 
will clarify the issues and bring closer to reality an improved postal 
service. 

The Cuatrman. I agree with you that it doesn’t seem fair or just or 
even legal for them to embargo third class alone. If there is a deficit 
there, no one class brought on that entire deficit, but all the classes 
helped bring it on. 

I think that is your position ; isn’t it? 

Mr. Macrnnis. My position is, basically, Senator, and, of course, 
you being from the South would probably more appreciate this, that 
where the Congress under the Constitution has the right to control 
postal policy, it is a very disturbing thing to have an appointed offi- 
cial of Government, no matter who he be, arrogate unto himself a 
power so tremendous as this. Because, as I say, he could cut off news- 
papers and magazines if he chose to do so. 
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That is what Mr. Peron did in Argentina. 

The Cuarmman. I don’t know of any law that gives him that right. 

Mr. Macrnnis. I don’t believe legally he has the right. But the 
very threat he poses has caused great consternation and panic in a 
great broad industry. 

The Seepnaencaie statement of a few moments ago might be mis- 
interpreted. I want to be fair to the Postmaster General. I do not 
think that he agreed with all of the report that the committee had 
made. He differs with them, I think, in some of the amounts. 

Mr. Mactnnis. You made a wonderful statement the other day, 
Senator. You have a facility with words. You suggested it was just 
as important for defense purposes to keep our railroads going as to 
train troops. That is clear. 

The Cuatrman. It is just as important as it is for us to build roads, 
and we base it on that principle, tht we are building these roads in 
order to have them for defense, and we are spending billions of dol- 
lars for them. 

Mr. Kerurn. Mr. Chairman, as you recall, on Monday of this week 
Senator Douglas went into that matter of $100 million subsidy to the 
railroads. I thought he gave a brilliant explanation of the problem 
involved. I would like to ask Mr. Senginitis if he read or heard 
Senator Douglas’ statement on the subject ? 

Mr. Macrnnis. Unfortunately, Senator, I had prepared this testi- 
mony, and then I sat in the gallery the day Senator Douglas did the 
most brilliant interpretation of this rail subsidy I had ever seen in a 
congressional forum. One of the associations reproduced the testi- 
mony. I think it would be most effective if this statement by Mr. 
Douglas were included in the record of these hearings, because every- 
body won’t read the Congressional Record, but these hearings will 
in eae form, and I think Mr. Douglas’ statement should be in the 
record. 

The Cuarrman. That is pertaining to this item ? 

Mr. Macrnnis. Pertaining to this particular item of the ICC. 

(The document referred to follows :) 


{From Congressional Record, May 13, 1957] 
Sprecn oF Senator Dovucias BEFORE THE SENATE OF THE UNITED STATES 


Mr. Dovaetas. Mr. President, I wish to discuss the Treasury and Post Office 
appropriation bill, which is now under consideration. 

Mr. President, the amendment which I propose, is, as I have said, to reduce 
the Post Office appropriation for the transportation of mails by $100 million. I 
am offering this amendment because such savings can easily be made, and they 
are not now made because of the failure of the Post Office Department and the 
Interstate Commerce Commission to carry out the clear intent of the law as 
provided in title 39, United States Code, section 557. That section provides: 

“The Postmaster General shall, from time to time, request information from 
the Interstate Commerce Commission as to the revenue received by railroad com- 
panies from express companies for services rendered in the transportation of 
express matter, and may’—Now, note these words—“‘may, in his discretion, 
arrange for the transportation of mail matter other than of the first class at rates 
not exceeding those so ascertained and reported to him, and it shall be the duty 
of the railroad companies to carry such mail matter at such rates fixed by the 
Postmaster General.” 

Mr. President, this clear and unquestioned provision of law has remained un- 
enforced. There is an abundance of evidence that, if it were enforced, it would 
result in a saving of at least $100 million a year in transportation costs. In fact, 
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that is a reasonable estimate of the amount of money which the Federal Govern- 
ment pays to the railroads for parcel post in excess of the amount of revenues 
the railroads charge themselves for the exactly comparable service of the Rail- 
way Express Agency. 

I shall cite a few supporting sources of this estimate of $100 million in a few 
moments, although that figure and the failure to apply the law are not in con- 
tention. 

The effect of this, Mr. President, is a direct, although hidden, subsidy to the 
railroads, which was not only not intended, but, in fact, expressly forbidden 
by law. There is no justification for this unwarranted subsidy, and Mr. Sum- 
merfield and the Post Office Department, if my amendment is passed, would be 
required to act to stop it in fiscal 1958. In view of Mr. Summerfield’s numerous 
complaints about the lack of money, his failure to act in this field at this time 
makes his protestations of lack of funds appear feeble indeed. 

Mr. President, although this failure to enforce the law, as well as the amount 
of subsidy involved, are not in contention, I nonetheless wish to present some 
facts about these two aspects before getting to the heart of the argument. 

First of all, Mr. President, the law has never been repealed and is still on the 
books. It is still a basic part of the Railway Mail Pay Act of 1916, and to my 
knowledge no one denies that. The basic principle involved is that the Govern- 
ment should not be required to pay more for a particular kind or class of service 
than was charged to a private firm or individual for the same or comparable 
class of service. 

Second, Mr. President, the Post Office Department itself does not deny that 
it is paying more to the railroads for parcel post than the railroads charge 
themselves for comparable service of the Railway Express. This is not denied 
to my knowledge, and is emphasized by the fact that in an ancillary proceeding 
to the Railway Mail Pay, 1951, page 283, ICC 508, which began in 1947, the 
Postmaster General requested the information from the ICC, which section 557 
imposes a duty on the ICC to furnish. 

Now, Mr. President, a bit of historical comment is needed here. This action 
was instituted in 1949 when Robert Hannegan was Postmaster General. Mr. 
Hannegan has been attacked on many grounds, and I am not here to defend 
every act of his during his life. I do wish to say, in this instance Mr. Hennegan 
was extremely brave in pushing the case before the Interstate Commerce Com- 
mission. A great deal of credit is due to him, and also to the Solicitor of the 
Post Office Department, at that time and for some years thereafter, Mr. Frank 
J. Delany, who devoted himself with great efficiency, energy, and courage—and 
it required courage—to pushing this case. 

The Postmaster General requested this information from the ICC, which 
section 557 imposes on the ICC a duty to furnish. Failing to get it, the 
Postmaster General requested the information again in October 1948. At that 
time I believed Mr. Hannegan was still Postmaster General. 

The present Postmaster General requested the information again in 1954; 
and again in the Railway Mail case, 1956, ICC docket 9200, which is still 
pending before the Commission. 

Thus there is no question that the Postmaster General believes he is entitled 
to the information which the ICC is required to furnish under section 557, 39th 
United States Code. Thus the Post Office Department itself, by its many 
actions, sustains the view that this section is not now being enforced. 

Third, the amount involved is estimated to be at least $100 million a year. 
On page 36 of the report of the Citizens’ Advisory Council of the Committee 
on Post Office and Civil Service, which our very esteemed colleague, the 
Senator from South Carolina [Mr. Johnston] set up as chairman of the Senate 
Committee on Post Office and Civil Service, the Council estimates the “subsidy” 
at $100 million a year. 

In a statement by Roy C. Frank, former Associate Solicitor of the Post Office 
Department, before the Postal Policy Subcommittee of the Senate Committee 
on Post Office and Civil Service, a figure of $100 million was submitted as the 
estimate of the subsidy because of the failure to enforce section 557. 

Further proof is given in the original transcript of the proceedings hefare 
the Senate Committee on Post Office and Civil Service, by the testimony of the 
Deputy Postmaster General of the United States, Maurice H. Stans, which 
appears on pages 60 and 61 of the transcript, which I hold in my hand and 
from which I now read. Mr. Stans was being questioned by Mr. Brawley, 
the very efficient executive director of the committee over which the Senator 
from South Carolina so ably presides. Mr. Brawley asked: 
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“Do you believe, after working at this thing for 4 years, that there is any 
substance of facts in this statement that they”’—and ‘“they”means the rail- 
ways—"probably are overcharging the Post Office Department if you compare 
it to the charges they make to the railway express agencies? 

“Mr. Srans. I would like to answer in this way, that they are obviously 
getting more from us for carrying the mails.” 

I may point out here that this shows that section 557 is not being enforced, 
for under section 557 the Postmaster General is to arrange for the carrying 
of parcel post “at rates not exceeding those” charged to the express companies. 

The questioning continued. I ask Senators to listen to this colloquy : 

“Mr. Brawtey. If the Interstate Commerce Commission would grant peti- 
tion how much do you think it would save the Post Office Department 
currently ? 

“Mr. Stans. It would be considerable. I would have to make some compu- 
tations, but it would be a very considerable amount of money. 

“Mr. BrRawLey. Apparently close to the hundred million? 

“Mr. Srans. I would not be surprised (p. 61).” 

Thus, Mr. President, there is no doubt that section 557 remains unenforced. 
This is proven by the numerous requests of the Post Office Department to the 
ICC for the information by which section 557 could be enforced, as well as the 
testimony of those who are close to this matter. 

Further, there is little question that the amount is in the neighborhood of 
$100 million, that according to the Citizen’s Advisory Committee the Post Office 
pays the railroads approximately 60 percent more for this service than the 
railroads charge to comparable customers—in violation of law—and that this isa 
pure subsidy to the railroads which is unreasonable and unconscionable, and 
expressly forbidden by law. 

Finally, the Post Office Department’s Cost Ascertainment Report of 1955— 
page 97, table 70, account 321—shows that the Post Office Department paid the 
railroads $242,083,899 in that fiscal year for carrying non-first-class mail. It 
appears that in that year, without making adjustments for slight differences 
in service, the Post Office Department overpaid the railroads by some 
$121,041,950. If adjustments are made for variations in service, and so forth, 
it would appear from the facts that the estimate of $100 million made by the 
citizens advisory council and substantially concurred in by the Deputy Post- 
master General, is as reasonably accurate and correct as can be estimated 
without specific figures from the ICC. 

Thus, Mr. President, there is no question that section 557 is not being carried 
out and that the cost to the Government in terms of a subsidy to the railroads— 
a subsidy not provided by law and apparently expressly forbidden by law—is 
approximately $100 million per year. 

Now, Mr. President, no one, I believe, will deny the facts which IT have pre- 
sented thus far. I now wish to deal with two questions: First, why has sec- 
tion 557 not been enforced: and, second, what can be done to see that it is 
enforced ? 

Basically, there are two reasons why section 557 has not been enforced. The 
first is the absolute unwillingness of the ICC to furnish the required informa- 
tion under section 557. Further, their refusal appears to be based on the 
flimsiest of reasoning and is unwarranted in the light of section 557’s clear 
language. Perhaps behind this basic reason is the fact, as we all know only 
too well, that the commissions which we have set up from time to time to regu- 
late a particular industry have come more and more to disregard the public 
interest and to actively and aggressively represent the very interests of those 
they were designed to regulate. This has been done in particular by packing 
the regulatory commissions with individuals from the industries they are sup- 
posed to regulate. It has also been done by a variety of other means, some 
of which are unethical and others of which come very close to, if they do not 
violate, the law. Among these are private representations to the members of 
the commissions by groups with cases before them; social activities by the 
industries for and on behalf of commission members, and the temptation to 
highly placed or key employees of the commissions of lucrative positions with 
the regulated industries. Mr. President, I merely state this for the record. 
I know of numerous instances in which such events have occurred, but as my 
main objective today is to argue the facts, I shall not dwell on these related 
matters. 
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Nonetheless, the first reason why section 557 has not been enforced is the 
abject refusal of the ICC to provide information. When compared with the 
statute, there reasoning is as flimsy as any could possibly be, and, in my opinion, 
could not stand the test of judicial review. 

Let me be specific. 

The basic refusal of the ICC to give the Postmaster General the information 
required by title 39, United States Code, section 557, was given in Railroad 
Rates on Express Matter, 1949 (274 ICC 683, 687). This was a ruling which 
grew out of the 1947 petition of the Postmaster General and which was finally 
completed in 1951. In that petition the Postmaster General requested the ICC 
to furnish information as to the revenues received by the railroads from the 
express companies. This was to be stated in units of service common to the 
earriage of express and mail matter—excluding first class—and the informa- 
tion was to be given with adjustments to reflect the differences in services 
which were performed. 


The ICC denied this request. It wrongfully and mistakenly claimed that 
section 557 did not impose any duty on the Commission to make an investigation 
and study of the operation of the railroads and the Railway Express Agency 
in connection with the transportation of express matters, and the revenues re- 
ceived therefrom, for the purpose of formulating rates, when the law, which 
I have read, specifically so provides. The Commission claimed, secondly, that 
since express matter is not performed under rates or a system of rates, any in- 
vestigation of and determination made by the Commission would be for a given 
period of time in the past and would have no prospective effect or application. 

Mr. President, how absurd can one get? What the Commission said was that, 
since the railroads get their express revenues from the Railway Express Agency 
under operating agreements based on the variable net earnings of the express 
agency, rather than on a formal system of rates, the ICC will not provide infor- 
mation as to the revenue received by railroad companies for services rendered 
in the transportation of express matter—section 557. 

In other words, the law prescribes that the ICC furnish information as to the 
revenues received so that the Postmaster General can arrange for the transpor- 
tation of parcel post “at rates not exceeding those so ascertained and reported 
to him.” 

The ICC, in denying the information, says: 

First. The law does not impose any duty on us to make a study and investiga- 
tion. 

Second. They then beg the point by stating that it does not impose the duty 
in connection with the transportation of express matter, and the revenues re- 
ceived therefrom, for the purpose of formulating rates; and 

Third. They say that because the railroads do not perform their service for 
Railway Express by a system of rates, but rather by a system under which the 
railroads receive their revenues under operating agreements based on “variable 
net earnings,” the ICC will not provide the revenue information or the compar- 
able rates. 

That, Mr. President, is a clear refusal of the ICC to grant information and it 
gives the law a meaning it does not have on any clear reading of it. On the face 
of it it is absurd. At best it shows an inability of the Commission to read: at 
worst it shows the Commission as a willing servant of the railroad industry. 

In fact, under this interpretation, if the railroads had been receiving revenues 
from the railway express under a rate structure, all they would have needed to 
do to avoid the clear provisions of section 557 and to gain a substantial subsidy 
would have been to shift from a rate structure to a charge based on railway 
express net earnings. 

I wish to repeat, Mr. President, that the refusal of the Commission would not 
stand the test in a court of law. 

Now let me turn to the second reason why section 557 has not been enforced. 
This flows from the fact that the Post Office Department, in the face of he 
absurd ruling of the ICC, has been willing to roll over and play dead. The Post- 
master General has merely accepted this ruling. He has done nothing to test its 
legality. He has accepted it and has used it as an excuse to perpetuate this un- 
warranted and unconscionable subsidy to the railroads in violation of the law. 

In testifying before the Senate committee on March 21, Mr. Stans, of the 
Post Office Department, criticized the contention of the Citizens’ Advisory Com- 
mittee that $100 million in subsidies was being paid the railroads because section 
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557 was not being enforced on the following grounds; and I quote Mr. Stans’ 
brief : 

“Here the council, apparently confused regarding the contractual agreement 
between the railroads and the Railway Express Agency, believes that the De- 
partment is subsidizing the railroads by $100 million by paying rates that are 
double those paid by that agency. The council intimates that it is the Depart- 
ment’s fault that United States Code, title 39, section 557, passed in 1916, has 
never been enforced.” 

Mr. Stans then continues by citing the various petitions of the Postmaster Gen- 
eral to the ICC, and the ICC rulings, and concludes: 

“Under the law the ICC prescribes the rates of compensation to be paid the 
railroads. It has ruled twice that the contention adopted by the council on page 
36 is not valid.” 

Mr. President, there is proof again that the Post Office Department merely 
rolis over and plays dead in light of the ICC ruling. Of course, it is the Depart- 
ment’s fault as well as the fault of the ICC, for the Department has failed to 
take legal action. 

Of course, the ICC prescribes rates to be paid the railroads’ What is wanted 
in this instance are the revenues which the railroads received from the Railway 
Express Agency and the comparable equivalent rates which the ICC and the 
ICC alone is able to determine. 

Here is another example of how the Post Office passes the buck to the ICC. 
There is no question that the ICC has refused to provide information which. 
by law, it is required to give. There is no question, further, that, notwithstand- 
ing its reasons, the ICC is quite capable of determining the revenues the rail- 
roads receive and what the equivalent rates would be for parcel post. As 
Mr. Frank, the former Associate Solicitor of the Post Office Department, pointed 
out: 

“Despite the fact that the railroads do not charge the Railway Express Agency 
a fixed rate for the transportation of express matter, revenues attributable to 
the different units of comparable service of mail and express matter can be 
determined by the Commission’s apportionment technique which it exercises 
regularly.” 

The method by which this can be done was stated very simply in the brief in 
support of the 1949 petition by the Solicitor of the Post Office Department. This 
is what it said—Railroad Rates on Erpress, 1949 (274 ICC 68, pp. 21-22): 

“The result will be a determination of (1) the service furnished to express 
which is also furnished mail.” 

That, Mr. President, should be quite simple for the ICC, with its staff and 
experience, to do, and— 

(2) The revenues received by the carriers for such service.” 

That, Mr. President, is equally simple, and some, if not all, of that informa- 
tion is available in published sources. The statement continues: 

“These two determinations, placed together, will constitute a ratio of revenue 
to service, i. e., a rate for service. It will be a rate capable of application to 
non-first-class mail, being in terms of a unit of service common to both.” 

Mr. President, the more I look at the ICC refusal to give the information 
which the Department has requested, and which section 557 imposes on the ICC. 
a duty to give, the more I believe the ICC is saying something like this: “Sir, 
the information you request would require two simple calculations. We have 
not made those calculations. Therefore, we will not give you the information.” 

Of course, the ICC has to do some work to establish a comparable rate. They 
do this day in and day out. How else do they establish initial rates except to 
take the kind of service which is performed and fix a rate based on that service? 

But what seems even more absurd than the ICC refusal is the willingness 
of the Post Office Department to accept this refusal and their rulings without 
a fight. I believe they are remiss in that and I shall now propose what can 
be done and what should have been done several years ago. 

The Post Office Department should renew its petition immediately. As there 
is a rate case pending and as the information was requested there, it may be 
that the request does not have to be renewed—1956, ICC docket No. 9200, 
Railway Mail Pay. 

But if it does have to be renewed, the Post Office could act within a matter 
of hours. Their previous briefs have been adequate and have stated the case. 
They must do so again, and it could be done quickly—this week if they really 
wish to do so. 
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Then, Mr. President, as we all know, the Supreme Court has decided that 
rulings and decisions on petitions before the ICC are retroactive to the date of 
their filing. Thus, if successful, the savings of $100 million could be made 
retroactive to the 1956 filing or the filing which could occur in a few days. 

In the meantime, Mr. President, the Postmaster General should withhold from 
the railroads the $100 million subsidy which his own deputy agrees is paid to 
the railroads. That would give a basis for a test in the Court of Claims. 

The Post Office Department has had, in the past, exactly the same problem 
with the CAB over airline mail subsidies as it is now having with the ICC over 
railroad subsidies. The Post Office, failing to breach the industry-dominated 
CAB, has gone to court. They have claimed savings of literally millions of dol- 
lars by court action. From time to time they take credit for the airmail savings 
brought about by court action. Yet, Mr. President, when faced with an absurd 
ruling of the ICC, instead of going to court, as they should have gone years ago, 
and as in all probability they would have done had Bob Hannegan remained as 
Postmaster General, or instead of seeking the active aid of the Comptroller 
General, they throw up their hands and say nothing can be done. 

The ICC and the Postmaster General have both said, in effect, that title 39, 
United States Code, section 557, is without meaning or effect. Now, who is the 
ICC to say that? Are they a court of law? Are they not required to carry out 
the statutes as passed by the Congress? 

And who is the Postmaster General or his deputy to say that when the clear 
meaning of the law is not enforced by an independent agency, that the post office 
is required to sit back, roll over, play dead, and just take it? 

Mr. President, I believe we should pass my amendment to cut out this subsidy 
for a variety of reasons. 

In the first place, it would bring action by the Post Office in the courts, action 
which is far too long overdue. This would be done by withholding the $100 
million subsidy from the railroads. 

Second. It would show both of these agencies that laws of the Congress are 
meant to be enforced and carried out. And since there is no question, either, 
about the intent or the meaning of the law, this should not take long to bring 
about. 

Third. As we have seen on numerous other occasions, some quasi-judicial, 
administrative, or independent agency, such as the CAB, has overpaid carriers 
in violation of the law. When this has happened, millions have been recap- 
tured in the public interest by court cases. 

Fourth. The present situation gives a windfall profit, expressly forbidden by 
law, to the railroads. This is against the public interest, in violation of the law, 
and is special-interest administration at its very worst. 

Fifth. The $100 million which my amendment would cut out is not needed 
now, and if, by some stretch of the imagination or because of the Post Office 
failed to prepare its case adequately in the courts, a test case were lost, the 
Congress could then make up these sums, if necessary, at a later date. 

Mr. President, when one views these outright abuses of the law on the part 
of independent agencies and departments of the Government, one is often moved 
to cynicism. This is a test of whether power and wealth are going to remain 
in the saddle, or whether Government activity is to be carried on in the interest 
of the public at large who now pay these absurd and illegal overcharges through 
excessive mail rates or through taxes. 


The Cuarrman. Are there any other questions? 

Mr. Pascua. Mr. Maginnis, your statement is interesting. I take 
it from listening to it that you are not thoroughly in accord with the 
policies of the Postmaster General. Now my question is this, in listen- 
ing to your interesting statement: Did I detect a statement in there 
that you would be willing, however, to agree that there should be a 
certain increase in postage rates, in your view / 

Mr. Maeinnis. I think the record should be perfectly clear on that, 
because our position is misunderstood. A whole group of us met with 
Secretary of Commerce Weeks covering all categories of mail, Mr. 
Paschal, and we talked about policy, we talked about the Post Office, 
and we assured Mr. Weeks that not one in that room objected to rate 
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increases. Not one of us. My association doesn’t object to rate in- 
creases. I have testified before the House Post Office Committee 3 
times now, and on each occasion I have come up with a formula which 
would give the Post Office 60 to 70 million dollars, which spread out in 
a proper equitable way would permit the industry to live, and would 
spread the load in an equitable fashion. 

Of course, we are accused constantly of being junk mail, that our 
mail is not used, it is thrown away and serves no useful purpose in 
the economy. That was a propaganda attack instituted by newspapers 
of America because they consider direct mail as a competitive adver- 
tising medium. The sad part, as I told the House committee, was that 
I am the lone spokesman down here for all these small-business fellows 
who use this mail, and it is a frustrating experience to see these con- 
stant attacks by the newspapers on the little fellows’ advertising sales 
medium. I say to you categorically we would favor a rate increase, 
but we would like to have the ground rules set. We wouldn’t want 
to pick up the tab for free mail for the blind, free-in-county news- 
papers, and so forth, all of which are listed in this report. 

Postmaster General Summerfield, as I indicated in my statement, 
summarily condemned this report before it even reached the press. 
I think he has had a chance to review it and has come around a little 
bit to our way of thinking. 

I offer our viewpoint, and I think Chairman Johnston would agree 
with this, that the regrettable thing is that the public does not know 
about this report. If we could only publicize these facts, and if the 
people understood them, I think you would find that the Post Office 
could get appropriations to improve the service. Unfortunately, the 
story seems to remain within this room. 

Mr. Keruiry. Mr. Maginnis, you say you represent small business. 
Without divulging trade secrets, what segment of the business do you 
represent, in terms of business done totally, or employees by the 
businesses ? 

Mr. Macrnnis. We have in our association 600 members. I would 
suggest that 80 percent of them would qualify as extremely small 
business. We have a witness after me who employs 12 people. I think 
he will add much to the record here this morning. 

Of course, Mr. Summerfield, for instance, condemns the Reuben H. 
Donnelley Co. as being one of the largest mailers in the world, and they 
are a large company. But Reuben H. Donnelley doesn’t pay postage. 
That is ofttimes forgotten. They simply handle the mail, and it is 
for the little fellow. If Hyattsville Buick wants to send a mailing 
of a four-colored piece to sell automobiles, the Donnelley Co. prepares 
it for him, but the fellow in Hyattsville pays the postage. But Don- 
nelley is accused of being the great user of the mail, and that is not 
so. 
I would say 80 percent of third class mail users are extremely small 
business. 

Mr. Kerurn. I think, Mr. Chairman, that while we have this repre- 
sentative here, we might point out that we never had a more budget- 
minded Congress. 

We have in the Government framework a Small Business Admin- 
istration. One of the few agencies of Government to ask for and 
receive approval for an increased budget this year was the Small Busi- 
ness Administration. Their justification for that was, and I read: 
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Due to expanded need for credit throughout the country, the volume of loan 
applications being handled by the Small Business Administration has nearly 
doubled during the past few months. It is expected that this trend will con- 
tinue during the pending spring and summer. 


Then it goes on to say: 


The Bureau of the Budget reapportioned administrative funds to enable the 
Small Business Administration to obtain additional employees to handle ad- 
ditional business. 

It struck me that perhaps the situation we are faced with here, 
a rate increase, might be compared to vitamins, whereas the work 
of the small business is major surgery. If they are not given proper 
consideration in the form of rates, maybe surgery would be needed 
later by the Small Business Administration, but it will be more costly. 
What is your feeling? 

Mr. Macrnnis. I have been asked to express an opinion on what the 
reduced volume of mail be, Mr. Paschal and Senator, under the impact 
of the rates proposed in Mr. Summerfield’s bill. The total volume 
of third class mail at the moment is about 15 billion pieces, and it 
accounts for the sale of goods of $16 billion. As I pointed out in the 
testimony, there are 4 to 5 million people affected directly by those 
sales. 

My estimate would be 

Senator Monrongy. Would that be people in the selling end or in 
the direct mail end? You don’t have four to five million in direct 
mailing itself, do you? 

Mr. Macrnnis. Maybe I can put it this way, Senator Monroney. 
There are thousands of direct-mail companies. They buy their goods 
in the 48 States. If they are forced to shut down, they don’t buy 
these goods, so those people are directly affected by the things they sell. 

The printers, of course, which apply the literature, would be affected 
by a reduction in volume from 16 billion, let’s say, to 10 billion pieces 
of third-class mail. The envelope manufacturers, the home workers 
who address envelopes. As I say, wholly or partially they are affected 
in one way or another. 

We have had witnesses before both committees testifying about 
direct sellers. A housewife may undertake the sale of what they 
call direct sales, Senator, and make four to five hundred dollars a 
year, which they call their chicken money. So that the impact of 
third-class mail is the most misunderstood feature in our whole econ- 
omy. We have sought from Secretary Weeks, from the Small Busi- 
ness Administration, and others, some kind of a survey which would 
help the Congress decide the issue. Rather than proceed on a name- 
calling basis, we ought to seek data. But Mr. Weeks simply refuses 
to cooperate with us. He won’t make any studies at all. We have 
been after him for 414 years now. 

Senator Monroney. I was trying to determine whether the figure in 
personnel you gave was a direct part of your direct mail or whether 
it was secondary ? 

Mr. Maerynis. The collateral effect. 

Senator Monronry. I know. I was trying to assess it. What is 
the direct employment ? 
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Mr. Maernnis. Nobody knows that figure. We do know there are 
232.000 permit holders, because you have to pay $10 to get them. So 
we know that there are about a quarter of a million third-class permit 
holders. 

Senator Monroney. That would not necessarily be all active, how- 
ever. That is misleading, I think, to the extent that a lot of businesses 
may have a sale a year, or a permit to do some of that themselves, and 
some may hold for distribution of pamphlets occasionally that come 
to them. 

Mr. Macrnnis. For the $10 you could mail either a thousand pieces 
or a billion pieces, it wouldn’t matter, for the $10. 

Senator Monroney. I think your other figure was 600 members; 
isn’t that what you said? 

Mr. Maernnis. We have 600 members; yes, sir. 

Senator Monronry. They range up to 800 employees? 

Mr. Mactnnts, Some have much larger employment than that. The 
Reuben H. Donnelley Co., I should suggest, has 5,000 employees. 

Senator Monroney. Full-time? 

Mr. Macrynts. Full-time employees. 

Senator Monroner. And some of the other smaller ones have 800 
regular and perhaps hundreds of part-time and piecework ? 

Mr. Maarnnis. Yes, sir. We have a witness after me who employs 
12 people, from Damariscotta, Maine. To toss a few names of the 
members out, I don’t know what some of them do actually. We had an 
application from a company called the Shotgun News. Billy Graham, 
for example, is a member of our trade association. He uses a tremen- 
dous volume of direct mail in raising funds for his campaigns. 

We have, for instance, the envelope manufacturers who don’t pay 

ostage but supply the envelopes to the actual third-class users. You 
Rive the list brokers, the fellows who get the names together, to pro- 
vide the small-business fellow with his advertising names. 

Senator Monroney. He has the names only? 

Mr. Maernnis. He can go into the telephone books. The value of 
direct mail is defined as the rifle approach, rather than the shotgun 
approach of magazines, television, and radio. For instance, my wife 
is a piano teacher. There are eight piano teachers in Hyattsville, Md. 
If the Fischer Music Co. wants to reach piano teachers, they send 
direct mail rather than place an ad in the Star. 

Senator Monroney. And some have lists of piano teachers? 

Mr. Maaernnis. You can buy a list of piano teachers. Or, if you 
want a list of fat women, you can get a list of those. 

Senator Monronry. How would they do that? 

Mr. Maernnis. How they would get 

Senator Monronry. I understand about piano teachers. 

Mr. Maernnis. I would suggest one way 

Senator Monroney. It would be awfully bad to go up and ask fat 
women for their names and addresses. 

Mr. Macrnnis. Let’s take a situation. Let’s say you are selling 
these Ayds which are reducing pills, and you have a magazine ad and 
a hundred thousand women clip the Ayd ad to send in to the company 
for a sample. It would be pretty easy to judge that these were stout 
people. And they would get on the stout-women list. 

Senator Monroney. The list manufacturer or list compiler, how 
would he get it from the original advertiser? Would he be the one to 
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run the Ayd ad? Manufacturers of Ayds won’t be willing to give 
their fat women’s lists gratis to some broker on fat women’s names. 

Mr. Macrynis. He contracts it out. One of the great profits in 
direct mailing is the renting of direct-mailing lists. Take a company 
which has thousands of customers. They sell their goods all over the 
United States. The names of their customers are on plates. The 
investment in plates is considerable. If that company chose to rent 
its list to a noncompetitor, say like magazines, they would run Life’s 
envelopes off for them at a charge of $15 a thousand. That is quite 
a bit of income. 

Senator Monroney. They wouldn’t trust Life with a list? 

Mr. Maernnis. They run envelopes. 

Senator Monroney. They would keep the list ? 

Mr. Macrnnis. The advantage is that you have the list. If you 
had to type them by hand it would cost more. There is no way to 
steal a list because you receive the list with a bunch of seeded names, 
and if a fellow steals the list and you get a few letters at these certain 
addresses you know that your list has been stolen and somebody 
would be sued. 

Senator Monroney. In other words, if you address say 400,000 
cards or envelopes for Life, and they decide they want to copy those 
names and then send them out, they would catch that. You have some 
“sinkers” in there so that the president of the company could see that 
Mr. Luce hasn’t treated him right. It is purely hypothetical ? 

Mr. Maetnnis. That is right. It rarely happens, a stolen list. 

Senator Monroney. Sort of a code of honor / 

Mr. Mactnnis. As a code of honor; you would never again be able 
to rent a list, if you ever stole one. 

Senator Monronery. Whoever violates one? 

Mr. Maernnis. That is right. 

Senator Monronry. And you have these names in there that would 
disclose the unauthorized use by nonpayment for the list? 

Mr. Maernnis. That is right. 

Senator Monronry. That is quite interesting how these lists are 
compiled. I am still doubtful whether the fat women’s list would be 
as reliable as you think it might be. 

Mr. Macrnnts. There is a lot of genius in the direct-mail field. 
Maybe I shouldn’t have taken that example. But for instance, if you 
are selling Cadillacs, you would like to get a list of people who make 
possibly over $15,000 a year, rather than getting somebody who 
makes $5,000. So you shoot your rifle at the high-income bracket. 
Or if you are selling the Wall Street Journal, you want to get a certain 
group. Another thing about it, certain direct mail may cost as much to 
produce as $10,000 for 5,000 pieces of mail. You may be selling an 
oil derrick of some kind, some new device, which if you only sold 
one would pay for the mailing. And the piece itself may be composed 
of 24 pages with colors and so forth and so on, and go to plant superin- 
tendents of oil refineries, that sort of thing. 

Senator Monronery. Some of them are pretty elaborate. 

Mr. Macinnis. Some are elaborate. In those instances it doesn’t 
matter what the postage is. They probably then send it first-class 
mail. 

Senator Monronry. Or maybe express ? 
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Mr. Maernnis. Not express. 

Senator Monronry. Some come in pretty good packages, too big 
to go normally. 

Mr. Maernnis. The weight limit on third-class mail is 8 ounces. 
The weight on first-class mail—there is a weight limitation—it may 
not exceed the parcel-post weight which would be 70 pounds. 

Senator Monroner. Do you have any questions, Mr. Kerlin. 

Mr. Kerurn. No, sir. 

Senator Monroney. Have you completed your prepared statement? 

Mr. Maginnis. Yes, sir. 

Senator Monroney. Thank you very much, Mr. Maginnis, for the 
benefit of your testimony. 

Mr. Edward A. Myers, of Saltwater Farm. 

We are happy to have you with us; we appreciate your coming down 
here to give us the benefit of your information on this subject. 


STATEMENT OF EDWARD A. MYERS, PRESIDENT, SALTWATER 
FARM, INC., DAMARISCOTTA, MAINE 


Mr. Myers. My name is Edward Myers. I have come up here 
from Damariscotta, Maine, where I am president of Saltwater Farm, 
a Maine corporation dealing in Maine lobsters and steamer clams, as 
well as a number of other seafoods, both fresh and canned. Ninety- 
nine percent of our orders are received by mail; 90 percent of our 
business is generated by direct-mail advertising. Much of this is 
sent third-class mail. I hope I do not have to say “was.” 

I have traveled all this distance from the edge of the sea because I 
wasn’t sure that the management of the postal service is very well 
acquainted with things as they are, and I am almost certain that they 
do not have a policy to guide them. They need one. I think it’s 
important that they see the big picture and the small, I’m one of the 
small. 

As I explained to Congressman Porter in a letter which found its 
way into the Congressional Record for Monday, May 6, Saltwater 
Farm began business 8 years ago with a capital of $735 and one 
employee. The employee’s position was pretty shaky. I know this 
because I was the employee, and he had to take notes for his wages 
for the first 18 months. The corporation now has a dozen regular 
employees, 3 buildings, and 3 trucks. Two of those are Chevrolets. 
Every single penny of profit—after taxes, of course—has gone back 
into the company to make this growth possible. 

So we have created a dozen jobs and built a business with the aid 
of third-class mail. If this were a Horatio Alger story, or cause for 
applause, that would be one thing. The fact is that this story is 
repeated not hundreds, nor indeed thousands, but tens of thousands 
of times among the close to a quarter of a million companies that 
have taken out third-class mail permits. 

Now there is one crucial element in a mail-order business—this is 
repeat orders. They are absolutely essential to the survival of a mail- 
order business. The users of third-class mail, therefore, are not fly- 
by-night—few fly-by-nights can afford third-class mail, even at pres- 
ent rates; unless their margin is gigantic they can’t expect to make 
money on a single order—these reliable outfits therefore must offer 
good merchandise. They have to or they wouldn’t get repeat orders. 








~ oi oe 


th mn 


| all 
a 


is 
1- 
- 
‘S- 
ke 
er 


POSTAL POLICY 299 


Now the logical method of getting repeat orders is advertising to 
the people whom you already know. They can be presumed to like 
what the company sells, to be interested in what else it has to offer, 
or to order again what they ordered the first time. In our case this 
is acutely true. Our minimum unit of sale on lobsters and clams 1s 
$15. The people who buy from us must have $15 and enough left over 
for a pound of butter—or some other spread, if there’s anybody here 
from Wisconsin—and they must like a specialized food—lobsters from 
Maine. 

Our mailing list consists of people, therefore, who have bought, or 
who have inquired about buying our products. When we advertise in 
a magazine, the readership is a highly generalized group—many of 
them may not have $15 to spend on food; those that have may not 
wish to spend it on Maine lobsters. Only by using the businessman’s 
tool, third-class mail, can we economically follow up those who reply 
to magazine ads. In summary, the mailing list, which is laboriously 
built, is a specialized group of people who are receptive to hearing 
from us. 

Senator Monroney. Do you want to elaborate on how you build a 
mailing list?) We got to that with Mr. Maginnis. I wonder if you 
have any trade secrets that could be divulged regarding whether you 
rent them or whether you have your own list of people who are partial 
to lobster ? 

Mr. Myers. We did it the other way, another way than the one Mr. 
Maginnis described. We used magazine advertising, newspaper ad- 
vertising, in order to get inquiries and orders, and then built the list 
from that to follow them up for repeat orders. 

This is not “junk.” Occupant mail is not “junk.” I don’t know 
where the term had its birth, but I suspect not among the admirers of 
third-class mail. Some articulate people state that occupant or third- 
class mail is an invasion of privacy. It seems to me it’s much less an 
invasion of privacy than a telephone call soliciting or selling some- 
thing, or the door-to-door salesman. Patron mail must be effective, 
or large and respected firms wouldn’t go to the vast trouble of creating 
it, printing it, and distributing it. It arrives, after all, at no expense 
to the recipient; this is much different from paying for a telephone or 
a house in order to be interrupted or have a foot in the door. 

If we are going to outlaw unsolicited advertising, let’s go the whole 
way. Let’s hang all the door-to-door salesmen, forbid telephone calls 
soliciting anything, outlaw third-class mail for good and all—instead 
of whenever the Postmaster General wants to make a splash—and 
forbid advertisements in publications enjoying a second-class privi- 
lege. This would not be a popular policy. We need a policy that will 
be effective and popular. 

In the search for a postal policy over the years, the wisdom of the 
Congress is apparent. The quotations covering the period from 1794 
to 1954, cited on pages 5, 6, and 7 of the Report of the Citizens Ad- 
visory Council, show the congressional trend toward the establishment 
of a policy culminating in the report itself of the Advisory Council. 
The quotations with which the Fotinnsier General counters in his 
statement of March 21 before the Senate Committee on Post Office and 
Civil Service, have on the other hand in almost every case, to do with 
details and not policy. It is interesting to note that Postmasters Gen- 
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eral generally speak about putting the Post Office on a paying basis in 
inaugural years. In off and odd years, they seem to have profited 
from contact with Congress. 

A core of the argument is whether or not the Post Office Depart- 
ment can be self-supporting. Those who think it should be, should 
be equally willing to have such a policy oom to other Government 
departments when the customer is “identifiable.” On that basis, they 
would be forced to recommend that Mr. Seaton close all the public 
parks, that Mr. Weeks close down the Patent Office, that we get rid of 
the Department of Health, Education, and Welfare as a grossly un- 
profitable institution, and so on, ad infinitum. 

The answer of course is simple. The bachelor, of course, can pro- 
test the putting forth of low-cost baby booklets. I, personally, refuse 
to set foot in an airplane; I insist that the Civil Aeronautics Adminis- 
tration be closed. The city apartment dweller protests the Depart- 
ment of Agriculture. The basis on which we must proceed in ap- 
proaching a postal policy is the same basis as the operation of these 
other departments; they are potentially of use to every citizen of the 
United States. They are, in short, a service. 

The Post Office is therefore a service, too. It is no more, nor no less 
of a service because my ancient neighbor down the road can neither 
read nor write, and receives no mail and sends no mail. He asa non- 
user should be grateful, as all of us users are, that the Post Office, 
with its broad range of services, recovers 85 percent of its cost. This 
is not only good, it’s remarkable, considering what it does. 

Because The Post Office As a Public Service is to my mind an ex- 
cellent report, I do regret that people in general haven't read it as 
widely and carefully as it deserves, and regret even more deeply that 
the Postmaster General hasn’t read it carefully or with an open mind. 
To suggest, as he did, that the seven gentlemen on the Advisory Coun- 
cil were whimsically motivated and had no regard for the facts, is not 
only. appalling discourtesy but strikes at the very heart of voluntary, 
expert Conseil iene for the Government. These seven people cannot be 
bought, and to suggest that they can seems to me borders on libel, 
ieenidan discouraging future competent counsel in postal and other 
fields. What the Advisory Council has said is, in summary, what we 
all would agree with: We, as considerable and reliant users of the 
mails, don’t object to increased rates, as long as we don’t have to carry 
millions of dollars of welfare items not properly applicable to our 
rates. 

The Post Office As a Public Service, prepared by your Citizens Ad- 
visory Council, is an extraordinarily able defense of the Post Office 
Department. None of us would need to be here if Mr. Summerfield 
had accepted it at that. 

There are three short quotations from Mr. Summerfield I would like 
to cite: first, “the Post Office Department is ready and willing at all 
times to handle all volumes of accepted mail of any class”; second, 
“we must have a businesslike concern for deficits”; and a third, that 
the Post Office Department ought to be “more self-sustaining.” 

I’ve already said in my letter to Congressman Porter a small por- 
tion of what I think of the threat of embargo of third-class mail. 
The dismay and distress caused by Mr. Summerfield’s action is out of 
all reason to its cause. 
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As to being more self-sustaining, it seems to me that an operation 
is either self-sustaining or it is not. I don’t see how you can be more 
self-sustaining any more than a ship can be only slightly sunk. 

I agree with Mr. Summerfield in that we should have a businesslike 
concern for deficits. I am familiar with the problem. The union run 
by the gentleman who refuses to acknowledge his own son on the 
grounds that it might incriminate him, struck the railway express in 
5 or 6 key centers, so that our shipments to and through those points 
were embargoed—and I do hate that term—and our business cut in 
half. 

The quick and ready answer is to lay off some of the help. If we 
did so, however, they might find jobs elsewhere and we would be put 
to the expense of retraining when the strike ended. We could not 
expect to keep them if we had them on part-time, either. So what 
did we do to minimize our deficit? We quickly got up an advertising 
folder, rushed it through the press, and mailed it by first-class mail— 
third class is too slow. In this folder we advertised all our seafoods 
that were not perishable and could go parcel post. ‘The move was 
successful, we made a substantial contribution to overhead, and while 
we did not entirely eliminate the deficit consequent upon the strike, 
up to May 1, we almost did. We took action and did so instead of 
sitting on our hands yelling for money from heaven or elsewhere. 

It seems to me that there is a precise parallel in the Post Office De- 
partment with the existence of third-class mail. It is even better than 
a parallel because third-class mail has a lot of advantages for the 
Post Office Department and they have been summarized most neatly in 
that the mailer does all the work, except the transportation. Further- 
more, the Post Office Department can leis it any time it deems pru- 
dent. Any substantial mailer can tell you that the deeming of that 
prudence can be very leisurely indeed—that’s all right, that’s one of 
the reasons for the reduced rate. 

Our nonperishable business is relatively small compared to our 
lobster business; we could not operate it as an independent business 
without the lobster business; the recent teamsters’ strike, however, 
proved the worth of the other business in holding the organization 
together in a time of difficulty. Most important, it gave us a realistic 
basis on which to assess the subsidiary part of our enterprise. I sug- 

est that the same reasoning could be applied to third-class mail if 
it’s absolutely necessary to apply it that way. This seems to have 
been the reasoning of Congress, and very cogent reasoning indeed, 
when it established third-class mail in the first place as a fill-in cate- 
gory of mail. 

There are so many considerations. If it is indeed true that ump- 
teen percent of all mail is business mail, and if it is true, which it is, 
that third-class mail can only be answered by first-class mail or 
premium business reply mail, and if most of those replies are orders 
and cause delivery of merchandise by parcel post, why isn’t third- 
class mail a pretty valuable property for the Post Office? Those of 
us who have manfully suffered the phrase, “As Maine goes, so goes 
Vermont” through Landon, Willkie, Dewey and Dewey, thought that 
things would clear up a little from 1952 on. What is so wrong about 
doing business anyway ? 
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As a Taft Republican, I am broadminded enough to quote a mem- 
ber of the United Automobile Workers: “A recession is when your 
neighbor loses his job; a depression is when you do.” It seems to me 
that a 2-cent rate for third-class becomes the recession; the 214-cent 
rate is the depression. If Mr. Summerfield persists in what 1s ap- 
parently an attempt to destroy third-class mail, I firmly believe 
that he will suddenly discover within the Post Office Department a 
depression that will not only curl his hair, but he will have to grow a 
beard in order to have enough. 

If things like this Summerfield business keep on happening up here 
in Washington, I am likely to vote Democratic, or at least split my 
ticket. You would recognize how seriously I regard the situation 
by putting such a statement on public record. In Lincoln County, 
Maine, where I come from, a man may rob a bank, violate the Mann 
Act, and maybe even eat a South African rock lobster tail and not 
be considered to have any fundamental defect in his character, un- 
til he leaves the Republican Party. 

Senator Monroney. Who is the governor of Maine at the present 
time ¢ 

Mr. Myers. Edmund Muskie, Democrat. 

Senator Monroney. Second term? 

Mr. Myers. Yes, sir. 

Senator Monroney. A considerable number must have left the 
Party ? 

Mr. Myers. Yes, sir. 

Senator Monroney. There have been some defections even in 
Maine. 

Mr. Myers. It is now Landon, Willkie, Dewey, Dewey, and Muskie. 

Senator Monronry. At one place you mentioned that you would 
be in favor of certain increases for postal rates. I wonder if you 
could give the committee your thinking on that ? 

Mr. Myers. Yes. 

Senator Monroney. “We, as considerable and reliant users of the 
mails, don’t object to increased rates, as long as we don’t have to 
carry millions of dollars of welfare items not properly applicable to 
our rates.” 

Mr. Myers. Sir, I wouldn’t speak to the rates themselves, except 
as I said there, that if the rates can be ascertained without all the 
welfare items, which were covered in the Council’s report, that we 
are not looking for a handout free load. If it is necessary to raise 
the rates, I don’t intend to scream. 

Senator Monroney. At what point does it become necessary with 
regard to the postal deficit? How much deficit can we give the North- 
east, or can we afford to carry each year in the post office system ? 

Mr. Myers. As a good northeasterner, none. As a reasonable 
northeasterner, if there must be—are these welfare items as deficits? 

Senator Monroney. That is the whole operation of the Post Office 
Department which I think the new budget will show as some $700 
million. I have been on this committee a long time. I have been 
very tolerant with certain deficits. It is a test of public service. 
There reaches a point, I think, where there is a question of how much 
public deficit can be expended before the country can move to find 
revenue to reduce it. 
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Since you were stating that you thought that as long as the deficit 
was running that high, and there are other things not properly 
chargeable to your branch, I wondered what kind of an adjustment 
you felt would be proper? 

Mr. Myers. I am inclined to feel that there is no actual operating 
deficit now. 

Senator Monronry. You don’t feel there is? 

Mr. Myers. It may be an accumulated deficit, but as an operating 
deficit, with the welfare items removed, I agree with the Advisory 
Council’s report. 

Mr. Kerurn. I am satisfied with your statement that you are small 
business. I hope, however, that you grow. One of the principal pro- 
ponents of the rate increase, a very large mail-order house, testified 
that the rate increase would cost them $1,200,000. This is in relation 
to a gross profit by that company of $300 million. The relationship 
of the rate increase to the profit is quite small. What would be the 
relationship of the Summerfield proposed increase to your profits or 
to your gross billings? 

Mr. Myers. Your large mail-order house, sir, is going to suffer a 
four-tenths of 1 percent reduction in net. The 214-cent rate on our 
estimate, and in my letter to Congressman Porter that is in the record, 
indicates a 58 percent reduction in net, with a $25-a-thousand rate. 
So that that is about 160 times as bad as your big mail-order house. 

Mr. Kerirn. Assuming the problems faced by a small-business man, 
that would perhaps not be faced by a large business—I think it is 
quite clear that the ratio there of 160 to 1 is a great deal less on their 
business than on yours. What other problems do you have that might 
be of the same impact ? 

Mr. Myers. Do you mean right in our company ? 

Mr. Kerwin. Yes. 

Mr. Myers. We are suffering inflation, of course. Containers go 
up, barrels go up. The only thing that hasn’t gone up since I have 
been in business is seaweed and that we gather ourselves. 

Of course, we are facing a progressive decline in railway passenger 
service which is the same thing as Railway Express. That goes on 
the capacity of the train. We have a progressive decline on passenger 
service on the railroads and it is on passenger trains that railway 
express is carried. 

Our railway express is very perishable, indeed. It must be iced in 
transit. And we have fewer trains so we must make fewer deliveries. 

On the other side of that picture is Public Law 199, which would 
limit us to 70 pounds or to first-class post offices, whatever it is, 20 
pounds. In any event, it is impossible to send lobsters by parcel post. 
So we are in the middle here. That is going to force us to use, as it 
is, it might force a decline in the use of our direct mail since we 
would be geographically limited. If they put this rate in, we will 
have to just compress right down to not go from shotgun to rifle but 
go from rifle to a telescopic site and get pretty close to the target. As 
far as our direct mail we would have to cut way down. 

Mr. Keri. With that tentative cut in profits what would be your 
alternative? Would you reduce your use of third-class mail and, if 
so, to what extent under the Summerfield proposal ? 

Mr. Myrrs. I developed that 58-percent cut in net by applying what 
net we had on the number of thousand mailings. Therefore, I would 
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be inclined to cut in that ratio; cut our net 58 percent. Let’s cut 
what we are spending unprofitably at the same rate. So say 60 per- 
cent would be my inclination. We would eliminate mailings to in- 
quiries, we would eliminate mailings in the State, to tourist homes and 
so on, where we try to reach the summer people, and we would work 
simply on our repeat customers. That is no way to build a business. 
We would just be facing a slow, progressive decline. 

Mr. Kerry. Then, as I understand it, the expected income from 
the rate increase, they have a certain number of pieces of mail, carry- 
ing a certain rate. If you increase the rate to a certain figure, the 
same number of pieces would provide a certain amount of increased 
rate. But in your case you would cut your mailing by 58 or 60 per- 
cent. Others might do likewise. Therefore, there would be a reduc- 
tion in the mail and thus in the income, and the net result would be 
that the income of the increased rate would not be anywhere near 
what the estimate might indicate ? 

Mr. Myers. Income to the post office ? 

Mr. Kerurn. Yes. 

Mr. Myers. I don’t see how the post office can get any income, any- 
thing but a corresponding cut to the mailing cut. In my opinion, 
I think it would be more substantial than that because it is a fill-in 
category of mail. 

Mr. Kerurn. Do you know of any studies that have been made in 
industry or Government on what the result might be, what the im- 
pact might be on business, such as yours ? 

Mr. Myers. I don’t. 

Mr. Kertrn. I might say that the committee has attempted to get 
such studies but has not been successful. It seems to me that that 
would be the most appropriate thing to have done. 

Mr. Myers. I would welcome it and would think we would have 
to have it. 

Mr. Kertrn. I have no further questions. 

The Cuarrman (presiding). Do you have any questions, Senator? 

Senator Monroney. I have no questions. 

Mr. Kerurn. It has been very enlightening and most enjoyable, 
Mr. Chairman. 

The CHarrman. I promise you that I will read your statement. 
I am sorry I wasn’t here, but I had to get permission from the Senate 
to run beyond 11 o’clock. 

Mr. Myers. Thank you. 

The Cuamman. Mr. Robert E. Kenyon, president, Magazine Pub- 
lishers Association. 


STATEMENT OF ROBERT E. KENYON, JR., PRESIDENT, MAGAZINE 
PUBLISHERS ASSOCIATION, INC., ACCOMPANIED BY FRANCIS R. 
CAWLEY, VICE PRESIDENT 


Mr. Kenyon. May I have Mr. Cawley sit alongside of me? 

The CuatrmMan. Yes, sir. 

Mr. Kenyon. Mr. Chairman, my name is Robert E. Kenyon, Jr., 
and I am president of the Magazine Publishers Association, Inc., an 
organization comprised of 100 members who publish 375 magazines. 
Our magazines include farm, business, scientific, educational, and 
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general-interest publications whose circulation per issue totals 165 
million copies, Since our industry has borne the brunt of a great 
deal of unjustified criticism and abuse these past several years, I wel- 
come an opportunity to present our views to you and your committee. 

For many years—if you will check the record, you will find that 
publishers have firmly believed that the Congress should establish a 
postal policy as a prerequisite to the setting of postal rates. In Jan- 
uary 1956, our association set forth its beliefs in a booklet entitled, 
“Postal Policy and Rates,” copies of which are available to members 
of this committee. 


Mr. Kerurn. Would you like this in the record ? 

Mr. Kenyon. Yes, sir. 

Mr. Kerry. May that be done, Mr. Chairman ? 

The Cuarman. We will be glad to publish this. 
(The document referred to follows:) 


PostaL PoLicy AND RATES 
A statement of position by the Magazine Publishers Association, Inc. 
SUMMATION 


Magazine Publishers Association expresses its gratification over the attention 
being focused on the immediate need for congressional action in the postal 
situation, pledges its support to any measures leading to a just and equitable 
and permanent solution, and urges consideration of the following proposals: 

1. That the present Congress make its first order of postal business a 
declaration of policy, as urged by the Senate Advisory Council and the 
Post Office itself ; 

2. That the Post Office Department continue to be considered, as it has 
been throughout our history, as fundamentally a public service to the 
people of the United States and not a public utility which is expected to 
exact from users of the mails revenues to balance expenses ; 

3. That postal rates schedules, to be formulated following the congres- 
sional declaration of policy, shall reflect the fact that the postal service 
is primarily designed to handle first-class mail, with the other classes as 
extra and subsidiary operations ; and that it is in the public interest to main- 
tain second-class rates which will contribute, as in the past, to the free 
and unrestricted flow of information, education and enlightenment of the 
people; 

4. That the postal service shall be conducted according to the highest 
standards of efficiency, and that the Congress should set for the Post Office 
Department a minimal goal of operational economies, together with a time 
schedule for such economies to be realized ; 

5. That rate-making is, and must remain, an exclusive congressional func- 
tion; and that the Congress consider the establishment of a Joint Congres- 
sional Committee for Postal Rates, and attach to it a permanent staff of 
technicians responsible solely to the Congress. 

The Magazine Publishers Association views with gratification the attention 
eurrently being directed toward an improved postal service. It is the asso- 
ciation’s sinere hope that the 84th Congress will take forthright action to solve, 
once and for all, the problem which for so many agonizing years had plagued the 
Congress with unreasonable demands on its time, and alarmed those who must 
depend upon the mails for efficient and low-cost service. 

The association believes that it is as unnecessary as it is unwise to indulge in 
annual struggles to determine just what rates shall be charged for what: postal 
services. It believes that it is not only desirable but possible to so clearly de- 
fine postal policy that changes in rates will become a matter of periodic price 
adjustment when and as such adjustments may be necessary because of inflation 
or other major economic change. 

Let it be clearly stated, as it has been proved by the record, that magazine pub- 
lishers generally are as deeply concerned for the public good, as intensely 
patriotic, and quite as eager to have settled now, and without further delay, 
the perplexing problem of Post Office revenues as are any individuals or groups 
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in public life. They have, indeed, a far greater stake in the matter than any 
person in Government. 

Magazine publishers are not opposed to rate increases per se. They will 
not oppose an adjustment in postal rates that they believe is based upon a policy 
both economically sound and directed to the best interests of the American 
public. They do not merely favor a congressional policy definition that will 
enable fair rates to be quickly arrived at: they strongly urge that such a defini- 
tion be made the first requisite of the House and Senate Postal Committees, 
and of the Congress as a whole, in any consideration of postal rates. 

Magazine publishers, with not only their own but the interest of the postal 
service at heart, must of necessity oppose current administration bills (H. R. 
2988, H. R. 3081, and 8S. 881). Their opposition is grounded in the conviction 
that these bills seriously violate two very fundamental traditions in American 
Government, namely : 

1. That the postal establishment, in its historic character and by its oft- 
declared purpose, is a public service ; and 

2. That the ratemaking power is and must remain a function of the 
Congress. 

It is the MPA’s sincere belief that these measures, like others proposed by 
the current Post Office administration, would quite definitely change the historic 
character and purpose of the postal establishment, and would remove from the 
Congress the ratemaking power.. The MPA further believes that unthinking 
acceptance of these proposals constitutes not only a dire threat to magazines 
and newspapers but to the public welfare as a whole. 

The question of whether, or by how much, rates should be raised is com- 
pletely academic and beside the point until and unless Congress looks carefully 
into the fundamental premises behind the asking. Until basic policy is defined, 
any rate change will only becloud the issue, and perpetuate a rate struggle 
already too long continued. 

The big push for “temporary” rate adjustments, based on what publishers 
interpret as a wrong postal philosophy and enacted solely to help the postal 
administration show a quick “in balance,” is not only putting the cart before 
the horse; it is at best a makeshift, hurry-up, piecemeal measure that will 
make any needed rate adjustments 10 times as difficult to accomplish. 

Furthermore, any granting of “temporary” rate increases now, before funda- 
mental policy is defined, would be a reckless waste of the thousands of man- 
hours and dollars devoted to the recent exhaustive studies created by the Con- 
gress, the Post Office, and various users of the mails. To push these into the 
background, in favor of some “quickie” solution that will be no solution at all, 
would be to ignore the most incisive thinking ever devoted to solving the postal 
dilemma. 

Never before has the Congress had available for its use three such illuminat- 
ing documents as the report produced under Senate Resolution 49, the financial 
policy recommendations of the present Postmaster General and his staff, and 
the volume “Rate Policies and Rate Practices of the U. 8S. Post Office” by Dr. 
Jules Backman. 

These documents clearly set forth the pros and cons of the fundamental 
issues. They also, surprisingly, reveal several areas where all parties con- 
cerned are in gratifying agreement. For example, the magazine publishers and 
the postal authorities are fully agreed : 

(a) That there now has to be a congressional declaration of policy—a clari- 
fication of the United States postal service in terms of its functions and 
objectives. 

(b) That the setting of rates is a pricing problem which surmounts the 
bounds of mere allocated costs and which should take into consideration the 
principle of differential pricing based on additional economic factors such as 
value of service, ability to pay, etc. 

(c) That the application of sound management principles, including substan- 
tial amounts of research, are necessary to create further efficiencies and cost 
reductions. It is further implicitly agreed that such application can create 
efficiencies and cost reductions. 

Whatever disagreements exist fall within the specific application of these 
principles. Thus, it is for the development of an applied postal rate policy 
that we all turn to the Congress. In the sincere endeavor to help the Congress 
find a quicker, saner and more permanent solution to the postal problem, the 
Magazine Publishers Association respectfully requests congressional attention 
to the following: 
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1. The need for a congressional declaration of policy 


The MPA strongly urges that any congressional action on postal matters be 
preceded by thorough consideration of the recommendations made in 1954 by 
the Advisory Council to the Senate Committee on Post Office and Civil Ser- 
vice, as well as those suggested by the Post Office in its current “Financial 
Policy” statement. This council, created under Senate Resolution No. 49, made 
what was perhaps the most intense, broad-gaged and detailed study of the 
postal structure during the past one hundred years. 

It is noteworthy that the Advisory Council prefaced its comprehensive 
analysis with these words: “Any proposed solution to the many problems be- 
setting the Post Office Department must reflect some assumption as to just 
what Congress expects the postal service to be and do * * * Of the essence 
is an official policy determination which can be made only by the Congress of 
the United States.” 

For reasons difficult to determine, this very convincing report has not had 
the public currency it deserves. The present postal administration has ac- 
cused it of containing “both inaccuracies of fact and erroneous deductions.” 
Nevertheless, its prime recommendation is of such undeniable strength that the 
Post Office Department (in its statement, “Financial Policy for the Post Office 
Department”) has admitted that “a permanent expression of postal policy 
is overdue” and that “a reconsideration of the basic charter of the Post Office” 
is indicated. 

The MPA differs from the Postmaster General in that it insists that such a 
defining of policy should be made the first order of congressional business, 
while the present Postmaster General would first balance his budget and get 
around to congressional definition of policy only after rate adjustments have 
been made on his debatable premise that the Post Office Department should be 
self-supporting. 

Speaking before the National Tax Association recently, Senator Frank Carl- 
son said: “It is my sincere conviction that the Congress must develop a sound 
policy for the Post Office Department and its operations. Otherwise, postal 


rates developed on any other basis will result in an unjust tax on users of 
the mails.” 


2. What is the postal establishment: “public service” or “public utility”? 


The beginnings of the magazine industry’s immense growth and contribution 
to the public good coincided almost exactly with the adoption by Congress of 
the act of March 3, 1851. This act clearly set the philosophy of the Post 
Office as primarily “public service.” For more than a hundred years the 
Congress, under its right and power to establish and regulate the postal ser- 
vice, has continued to recognize this “service first” policy. 

It is worth noting that the act of March 3, 1851 was specifically designed to 
reject two different concepts that previously had been tried and proved detri- 
mental to the public welfare. The first was the “profit basis” of charging for 
postal services; it had its tryout in colonial times, its purpose being to pro- 
duce revenues for the crown; it failed. The second was the policy “Service 
Limited to Revenues Received” or of “exacting such postage as may be requisite 
to defray the expenses” of the postal establishment; under this policy the 
postal budget was in truth “balanced,” but the postal revenues and service 
fell to such low estate that the public’s needs and demands were far from 
met; this policy also was rescinded. 

The proposal by the current administration that the Post Office be made 
“self-supporting” is thus seen to be nothing new; it is a throwback to the period 
1789-1851. By way of reply to the charge that the Congress in 1851 had de- 
creed a policy in direct opposition to the historically inept “self-support” 
theory, the Postmaster General answers: “There is no reason to believe that 
the policy enunciated then is applicable to the age of the airplane, the super- 
highway, radio, and television.” 

On its face, that comment could be interpreted as suggesting that modern 
developments have made obsolete the necessity for an informed, intelligent, 
alert, and united people, that reading and thinking are outmoded, and that get- 
ting more money for the Post Office quickly is more important than congres- 
sional agreement on who should pay how much and why. 

If such a statement infers that America’s modern facilities for education 
have made magazines and newspapers no longer of importance as educational 
factors, then the present postal administration should give heed to leading 
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edueators today who declare the Nation’s periodicals to be “America’s greatest 
adult educators,” and that they are performing a service that would require 
billions in public funds to duplicate. 

For example, in its report to the Senate Advisory Council in November 1953, 
the National Education Association stated: “The weight of legislative tradition 
and the whole history of postal operations in this country seem to come down 
heavily in favor of regarding the Post Office as a form of public service, par- 
tially subsidized from general revenue in the interest of the general welfare.” 

In the words of Dr. Edgar Dale, professor of education at Ohio State Univer- 
sity, “An enlightened public opinion is impossible without the reading of ex- 
cellent magazines.” For this reason, as the Hoover Commission observed in 
1949, “Certain postal rates are fixed, not primarily to provide postal income, but 
as an element of public policy in the dissemination of information and in the 
provision of services not otherwise obtainable by the people.” 

Magazine publishers assert that the discredited “self-support” policy amounts 
virtually to an attempt to change the essential character and purpose of the 
postal service. It further holds that any blind and unthinking acceptance of 
this philosophy not only spells eventual doom to the magazine industry as it now 
exists, but that it will adversely affect the entire economy and will prove to be 
an unendurable burden upon millions who thus will be denied low-cost publica- 
tions. 

It is for the Congress to decide, when considering the current bills, whether 
the quite certain losses in periodical circulation and the consequent loss in adult 
education and an informed and alert citizenry—to say nothing of the equally 
certain losses to the Post Office Department from diminishing revenues—will 
not top by a considerable figure the so-called postal losses now so promi- 
nently being decried. 

It must not be inferred from the above that magazine publishers stand for- 
ever opposed to any rate increases at all. It is the fundamental premise behind 
the Postmaster General’s requests that we oppose. Though the service char- 
acter of the Post Office is historically evident, the hue and cry is now made to 
change that character. 

The Magazine Publishers Association insists that (1) a clear policy state- 
ment should be made immediately, and that (2) the statement should flatly 
affirm that the Post Office Department is basically a public service to the Ameri- 
ean people and not a business or a public utility. With the basic service policy 
once clearly defined, a formula for rate adjustments can then quickly, and with 
relative ease, be devised which takes into consideration whatever public service 
aspects the Congress feels are justified in the Nation’s welfare. 

No less an authority than Senator Frank Carlson, former chairman of the 
Senate Committee on Post Office and Civil Service, stated recently: “Second- 
class is traditionally the great educational category of mail. To provide the 
American people with information of record—information which is essential if 
we are to remain a Nation of free, knowledgeable men and women—there is no 
substitute for the newspaper and the magazine. And there can be no substi- 
tute. It costs taxpayers billions of dollars a year to educate our children in the 
schools. I cannot see that it is out of line if the great adult-education opera- 
tion of the Post Office Department, through second-class mail, is made possible 
at a moderate cost to the taxpayer.” 


8. First-class mail and its relation to other classes 


In his message to Congress, January 11, 1955, President Eisenhower stated: 
“The privacy, security, and swift dispatch of letter mail, the priority of service 
at all times, in all places, and the intrinsic value of such mail are factors which 
are pertinent to rate-making in addition to the cost factor.” 

Magazine publishers long have insisted that because of the primacy and 
priority accorded first-class mail, allocated costs should reflect these factors: 
and conversely, that rates should reflect the fact that all other classes receive 
incidental and deferred treatment. 

The historic primacy of first-class in the postal system is attested to by state- 
ments from many authoritative sources. But it is attested to even more con- 
vincingly by the rates charged for this service for more than 100 years. 

The United States postal service, for all its defects, is the biggest and best in 
the world. That did not just “happen.” It grew naturally out of that 100- 
year-old congressional decree that the postal establishment was to be a positive 
instrument of progress for the benefit of all American citizens—an instrument 
geared not to profit but to public interest. It was this dynamic and typically 
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American concept that, in 1879, led to a division of the postal service into three 
great classes of mail, each with its own rate scale. 

The rapid, safe collection and delivery of letters was then as now recognized 
to be the first responsibility of the post office, and this category was therefore 
named “first-class mail.” As the most important and universal category, first- 
class mail was assigned the major part of the burden of postal costs. 

But though first-class mail provided the basis for the physical expansion of 
the Post Office Department, Congress understood the urgent need for other types 
of mail to fit the social and economic requirements of the Nation. In the case 
of second-class mail lower postal rates were established to encourage wide 
distribution and reading of magazines and newspapers. That this policy of 
1879 was wisely designed to stimulate the dissemination of knowledge rather 
than the accumulation of profits, and that it has been highly successful in 
achieving this purpose, is demonstrated by the fact that while the profit per- 
centage of the periodical publishing industry remains one of the lowest of all 
low-profit industries (only 2.8 percent in 1953) the total circulation of second- 
class publications has gone up over 3,300 percent since 1890—the earliest year 
for which an estimate is available. 

Through third-class mail American business was encouraged to stimulate the 
growth of new products and services. Reduced rates were practical for this 
class because of the deferred and incidental treatment accorded it, as well as 
the business stimulus it is designed to achieve. 

The MPA believes that the relationship among postal classes laid down by 
the act of 1879 continues to be both equitable and in the public interest. It 
recognizes that special conditions—such as depression, inflation, or war—may 
necessitate rate adjustments. Publishers have not objected, and will not object, 
to such adjustments in principle—provided they fall within the pattern of 
the relationship long proved successful and desirable. 


4. Post Office economies as factors in deficit reduction 


Magazine publishers, being businessmen, are properly concerned with the huge 
part played in the current deficit by the towering operational inefficiencies and 
bureaucracy of the postal establishment. Few informed persons will deny that 
the Post Office proverbially has large areas of inefficient operation. It was not 
a publisher but an expert on accounting matters, then employed by the House 
Appropriations Committee, who referred to the Post Office as “the most anti- 
quated, antediluvian, obsolete, tradition-ridden structure in the Government.” 
Equally critical statements have been made by the present Postmaster General 
and other postal officials. Experts have testified that it is entirely reasonable 
to expect the Post Office to cut its expenses by 10 percent through increased 
efficiency. Indeed, Congress might well instruct the Department to set some 
such cost reduction as a minimum goal, and to submit to the Congress a break- 
down of how the reduction would be achieved, together with a schedule of the 
steps by which it will be completed. 

The MPA gives unstinting credit to the present Postmaster General for his 
announced intention to cut the deficit by effecting economies and streamlining 
the establishment. He has made, and is making, encouraging steps in that direc- 
tion—and he shall have the full support of magazine publishers in so doing. It 
must be recognized, however, that most of the savings thus far claimed come 
not from economies effected but from transfers of charges to other departments, 
income from increased rates, and anticipated expenditures which were not made 
because of volume miscalculations. 

What would occur if rates are increased sufficiently to offset all Post Office 
expenses? Would not such covering of these deficits almost certainly bring to 
an abrupt halt the efforts of those now so rightly interested in effecting 
economies? 

The MPA respectfully suggests that, when rate legislation is considered, and 
when all the public services and subsidy factors have been properly accounted 
for in the budget, any remaining deficit should be held up before the people for 
what it is: the cost of inefficiency. If this is done, the pressure of public opinion 
will do the rest. 


5. The misuse of the cost ascertainment system 
The MPA is convinced that no small part of the almost impenetrable confusion 
existing today over postal costs and rates, deficits and losses, is traceable not so 


much to the Post Office Department’s cost ascertainment (or cost allocation) 
system as to the way it is used. 
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The prime weakness of the cost ascertainment as the basis for ratemaking is 
that under it expenses are allocated with no regard whatever for such major 
considerations as the speed and value of the service, the preferment and defer- 
ment of different classes of mail, the ability of the users to pay, and the value 
to the public welfare of the mail carried. These are, of course, intangible 
factors and Congress must measure and declare their weight as basic factors in 
ratemaking. 

There is no area where the present postal administration has been more in- 
consistent than here. While denying both in public and in private that cost 
ascertainment is used to any degree whatever in ratemaking (as indeed it can- 
not be), the Postmaster General has again and again publicly pointed to the 
allocated excess of apportioned expenditures over revenue in second class 
($221,662,843 in fiscal 1954) as the amount by which the Public Treasury is 
subsidizing magazines. 

By no kind of reasoning can the “allocated loss” on second-class mail be 
accounted a “deficit” of such magnitude—and every official of the postal service 
knows it. Yet this charge is still heard. However, the Post Office Depart- 
ment agrees with the MPA as to cost ascertainment in the following words: 
“* * * cost accounting cannot be applied in a vacuum. The main test of the 
validity of cost allocations in any circumstance is one of reasonableness and 
usefulness in relation to the management objectives. One method of cost ac- 
counting will be proper in deciding whether to expand or contract a business, 
whereas another will be proper in fixing selling prices of a commodity. There- 
fore, cost accounting cannot be expected to produce answers to fill the void left 
by failure of the Congress thus far to express a statement of policy for the 
Post Office. If such statement of policy is once made, a method of cost finding 
can be adopted to carry out that policy.” 


6. Ratemaking must remain an exclusive congressional function 


The Magazine Publishers Assoviation holds, as it has been held by the Con- 
gress traditionally, that the setting of postal rates is and must remain an ex- 
clusive function of the Congress of the United States. It holds that the proper 
determination of rates is too important to the entire national economy to be 
entrusted to any person or any body not directly responsible to the people. 

On the other hand the Postmaster General, in pressing for the creation of 
“an independent, impartial, ratemaking commission,” is demanding that the 
Congress abdicate its responsibility. 

It is the MPA’s position that this proposal is in fact a bold attempt to kid- 
nap from the representatives of the people powers rightly exercised by them. 

Such a commission, unhampered by any threat of veto by the Congress, would 
be empowered to make increases of a size and frequency dictated only by whim 
or pressure. An indication of the kind of pressure such a commission would 
meet is seen in the language used in H. R. 2988, H. R. 3081, and S. 881—the 
rate bills now pending. Herein the commission is directed to set such rates as 
will “provide revenues which will substantially equal the expenditures of the 
Post Office Department.” The granting of such a commission by the Congress 
actually means the assigning of life-and-death power over thousands of busi- 
ness concerns and individuals who use the mails. All users of the mails there- 
fore rightly regard this as the most dangerous postal proposal ever made. 

While rejecting the notion of an “independent and impartial commission,” 
the MPA believes that the Congress should have expert and continuing assist- 
ance in formulating rates. In place of the commission proposed, the association 
recommends the establishment of a Joint Congressional Committee for Postal 
Rates, and that this committee shall have attached to it a permanent staff of 
technicians who will continuously study the postal problem and report to the 
Senate and House committees on the need for rate adjustments periodically in 
accordance with standards laid down by the Congress in its policy declaration. 


Mr. Kenyon. When H. R. 9228 was before the House Post Office 
and Civil Service Committee in 1956, this pamphlet was included in 
its entirety in the hearings record. 

At that time we urged the House committee to develop a postal 
policy for the guidance of the Congress, the executive branch and the 
mail users on rate adjustments. We believe that our testimony was 
helpful since the committee recommended a postal policy which ap- 
peared as Title IT of the rate bill which passed the House. While we 
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do not agree with the content nor the method of its adoption, we, 
nevertheless, felt it was a step in the right direction. 

The Cuamman. This question of cost ascertainment, you could 
get two different firms to work on it, and no two firms would come 
to the same conclusion. 

Mr. Kenyon. That’s right. I am going to cover that point a little 
further on in my testimony this morning. 

We do not believe that a postal policy should be incorporated with 
a rate bill in an effort to obtain some quickie solution, but rather that 
a bill defining a clear postal policy should be established as a basis for 
both current and future rate adjustments. 

Mr. Chairman, we are happy that your committee is emphasizing 
postal policy legislation as its first order of business and as a condi- 
tion precedent to the consideration of a rate bill. Im 1954, the rank- 
ing minority member of this committee, Senator Frank Carlson, in 
a speech before the National Tax Association, declared : 

It is my sincere conviction that the Congress must develop a sound policy for 
the Post Office Department and its operations. Otherwise, postal rates devel- 
oped on any other basis will result in an unjust tax on users of the mails. 

As set forth in the Magazine Publishers Association’s statement of 
policy: 

Magazine publishers are not opposed to rate increases per se. They will not 
oppose an adjustment in postal rates that they believe is based upon a policy 
both economically sound and directed to the best interests of the American 
public. They do not merely favor a congressional policy definition that will 
enable fair rates to be quickly arrived at; they strongly urge that such a defi- 
nition be made the first requisite of the House and Senate Postal Committees, 
and of the Congress as a whole, in any consideration of postal rates. 

The record of the postal controversy over the last 4 years offers 
ample evidence that tun is great difference of opinion among mail 
users as to just what a fair and equitable price should be. 

The Cuarrman. There ought to be some policy. Have you ever 
heard of any Postmaster General—Democrat or Republican—who 
sponsored a bill that recommended that everybody using the mails 
pay his way ¢ 

Mr. Kenyon. No. The Postmaster General has frequently made 
reference to the fact that second-class mail, which consists of 25,000 
publications equally divided between magazines and newspapers, is 
causing a loss to the Post Office Department of $250 million annually. 
The reaction to these statements across the land is a clamor to force 
newspapers and magazines to pay their way before any other postal 
rates are raised, 

Let’s look at the absurdity of this inspired public reaction to the 
unwarranted abuse that newspapers and magazines—and particularly 
a few large magazines—are causing the Federal Government a loss of 
$250 million annually: First, there have been no public statements 
that the Post Office Department, itself, has adjusted this loss down- 
ward by arbitrary computations to $92 million in 1955 and $102 mil- 
lion in 1956. Even these adjusted figures contain large elements of 
public service for which the Post Office Department is requesting no 
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rate adjustment. Does anyone at this time know what the real sec- 
ond-class costs are? The double standard reflected here is most un- 
fair. Secondly, when public statements are made implying that the 
publishing industry should pay this additional $250 million per year, 
no reference whatsoever is made to their ability to pay. 

Senator Monroney. Would you yield a minute? 

Mr. Kenyon. Yes. 

Senator Monroner. Do you mean that the Post Office Department’s 
own figures on the loss on movement of all second-class mail is not 
$250 million annually but $102 million? 

Mr. Kenyon. Yes, sir. 

oe Monroney. Where did they get the $250 million that is 
used ¢ 

Mr. Kenyon. Mr. Cawley can answer that. 

Senator Monroney. Do you cover that later in your statement? I 
j — that you were going on to something else. 

Mr. Kenyon. That question is not specifically answered. It is in 
this information here. 

Senator Monronry. $102 million refers to magazines and news- 
papers ? 

Mr. Kenyon. That is correct. 

Senator Monroney. So the figure that you are giving here is a 
figure from their own books covering all second-class mail? 

Mr. Kenyon. Yes. 

Senator Monroney. If you know how this $250 million is arrived 
at, or asserted, I think it might be helpful to the record at this point, 
Mr. Chairman, to get that in. 

The Cuarrman. I believe the Postmaster General in his statement 
went into that, did he not? Didn’t he say the total loss in that field 
was $250 million. 

Mr. Cawtey. That is correct. 

Mr. Kenyon. I think Mr. Cawley could cover that whole question. 

Mr. Cawtey. May I? 

Senator Monroney. Yes. 

Mr. Caw ey. The cost ascertainment excerpts for 1956 show that 
the unadjusted loss on second-class mail is $269 million. The Post 
Office Department applies a formula of reducing the costs allocated 
to second-class mail by 50 percent in arriving at an adjusted loss on 
this class of mail and the result equals $102 million. And that is the 
basis for it, from table 100 of their own report. 

Senator Monronry. Why do they do that? On the basis that this 
doesn’t have to be delivered until all first-class mail is taken care of? 

Mr. Cawtey. That’s right. It is not as valuable. It doesn’t get the 
preferred treatment that first class does. 

Senator Monroney. So an arbitrary figure of half is applied to the 
loss? 

Mr. Cawtey. That is true. 

The Cuarrman. We had the Postmaster General before this com- 
mittee and that is the way he explained it. It did not receive prefer- 
ential treatment and for that reason he thought it was right and just 
to cut itin half? I believe that was the statement that he made. You 
can get the record and see exactly what he said. In substance that is 
what it was. 
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Does that answer your question ? 

Senator Monroney. Yes. I thought it would be good to have it in 
the record. 

The Carman. I would suggest that the Senator read the Post- 
master General’s statement right along that line. I will have the staff 
mark that for you if you would like. 

Senator Monroney. Yes. 

Mr. Kerurn. He went into some detail, explaining the light, the 
heat, the cost of sweeping, the help, were all there available, and the 
deferred handling of this, used as filler work, did not increase any of 
these items of light, heat, rent, and so on, and therefore they adjusted 
the cost, taking those into account. 

Mr. Kenyon. Let’s take a look at the profits. According to the latest 
statistics compiled by the Internal Revenue Bureau, which are for 
1953, the net profits after taxes for the entire publishing industry of 
the United States amounted to $165 million. Broken down by the 
newspapers and magazines, the figures reveal that newspapers netted 
about $136 million and magazines about $29 million. Since only about 
4 percent of the daily newspapers are in the mail, and since weekly 
newspapers with circulation of 5,000 or less are exempted from any 
proposed rate increases, it follows that the burden of any rate increases 
will fall on the periodical press. 

From a study which we have had compiled on 35 publishers of 124 
magazines for calendar year 1956, which consume two-thirds of the 
paper used in the industry, we found that their net income after taxes 
amounted to $21 million, and their second-class postage rates amounted 
to $31 million. As has been previously testified before this committee, 
the net profits of the magazine industry after taxes amount to 2.7 per- 
cent of sales. Many newspapers can withdraw from the mails—there 
has been a 11 percent decrease in the use of the mails by large dailies 
since the last rate increase of 30 percent on second-class mail. Maga- 
zines have no alternative and if an unreasonable tax is assessed on this 
vital part of the publishing industry, the added costs will have to be 
passed on in the loons of higher prices. This could prove disastrous. 

Gentlemen, I don’t believe it is the intent of the Congress, the Post 
Office Department, or the American people to eliminate the free press 
of this country, or any part of it, nor to hamper this essential tool 
of our democracy in any way. Yet a $250 million tax on publishers 
would do just this. 

One gets a better picture of Post Office uncertain costs and their 
improper use in the matter of rate adjustments from testimony given 
by the Post Office Department itself. In January 1957, Maurice H. 
Stans, Deputy Postmaster General, testified before the House Sub- 
committee on Post Office Appropriations, and made the following 
statement : 


I would like to say this: Cost ascertainment as a mechanism for allocating 
cost is quite adequate and quite satisfactory, but it never was designed for the 
purpose of fixing postage rates, because there are a lot of considerations that 
should go into the charging of rates that accountants cannot possibly figure in 
cost. One of them is the fact that first-class mail gets the preferred attention 
every time it hits the post office, and circulars come later. First-class mail has 
secrecy and circulars do not. First-class mail is obviously of greater value. 

Any ratemaking body applying scientific ratemaking principles would allocate 
the costs accordingly. That is the fallacy of cost ascertainment and it is a 
fallacy we have not only conceded, but called attention to in our rate hearings. 
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Gentlemen, we are in complete accord with this statement of Mr. 
Stans. We have always believed that data produced by the cost 
ascertainment system does not provide a suitable basis for the purpose 
of fixing rates, and if it is a fallacy in this respect, in our opinion it is 
just as great a fallacy for it to be used in the condemnation of people 
who rely on the mails for the distribution of their products. If cost 
ascertainment, as the Post Office Department has stated, is not a proper 
basis for ratemaking, what is? 

Back in 1953, Price, Waterhouse & Co., pursuant to S. Res. 49, made 
a study—Senate Report 1086, 83d Congress, 2d session, page 36— 
of Post Office costs and developed an analysis based on direct or in- 
cremental costs. They used as their premise a statement made by the 
former Postmaster General Walter F. Brown, who told the Congress 
in 1930 that first-class mail was the principal product of the Depart- 
ment and had not only determined the means of transportation to be 
used, but also had determined the location of all post offices, stations, 
and branches throughout the country. He also stated that first-class 
mail was the preferred class of mail and all other mail received inci- 
dental and deferred treatment. The results of the Price, Waterhouse 
& Co. study were quite startling. First-class mail, instead of making 
a profit of $50 million, was shown as losing in excess of $800 million 
ayear. The loss on second-class mail was reduced from approximately 

3250 million per year to $55 million annually. Third-class mail 
showed a profit of approximately $22 million. I only cite this ex- 
ample to demonstrate that there are other ways of determining costs 
for the purpose of ratemaking than the cost ascertainment system. 
Had the Congress established a firm set of principles for use by Price, 
Waterhouse & Co. in this study, I am confident they would have ob- 
tained probably a far different result from that which was obtained 
on a very sketchy basis. 

As previously indicated, in 1956 when the Post Office Department 
appeared before the House Post Office and Civil Service Committee, 
in support of its proposals to increase postal rates, they presented 
the committee with a completely revised set—see page 111, Cost Ascer- 
tainment Report, Post Office Department, for 1955—of costs which 
were the result of adjustments for certain intangible factors which 
they used to modify existing costs in order to determine a fair basis 
for postal rates. Their results, again based on quite arbitrary and 
sketchy premises, revealed that first-class mail and domestic airmail 
were losing in excess of $300 million annually; second-class mail 
approximately $92 million annually; and third-class mail $82 million 
annually. 

Without a clearer policy basis than has existed heretofore, the Con- 
gress would certainly not accept as final either the Price, Waterhouse 
& Co. study or the Post Office revisions demonstrated in 1956. Both 
efforts, however, clearly establish the fact that unadjusted losses shown 
in the cost ascertainment alone are suitable neither for ratemaking 

urposes nor propaganda purposes, which are harmful to legitimate 
Soatntte interests in the Nation. Until a firm basis for determining 
prices for the use of the postal system has been established, the 
magazine publishing industry is deeply resentful of the smear tactics 
used against it. 

Let us analyze the Post Office Department’s alleged loss of $102 
million annually on second-class mail. Using their own formula 
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on costs and their suggested approach to ratemaking, it is possible 
to eliminate most of this $102 million loss when a full accounting of 

ublic services is made. For example, this figure still includes a 
oss of $28 million on exempt publications, for which no rate increase 
is requested and $11 million loss on weekly newspapers because the 
circulation exemption omits 95 percent of these from the same rate 
proposals. There are other items, such as free-in-county, which this 
committee can quickly develop from data already submitted to it. I 
am certain that the taxpayer’s reaction will be quite different when this 
kind of analysis is made known to him. 

We are confident that the Congress will succeed in creating a sound 
postal policy, and we pledge every possible cooperation to the end 
that annual controversies on postal rate adjustments can be eliminated. 

The Cuarrman. May I ask about the $28 million on exempt pub- 
lications? Where did you get that information ? 

Mr. Cawtey. The basis for that is taken from their advanced 
excerpt sheets from cost ascertainment report for 1956. 

The Cuarrman. The Post Office Department ? 

Mr. Cawtey. Yes, sir. 

The Cuamman. And the $11,200,000? 

Mr. Cawtry. Yes, sir. What has been done here is this: We have 
taken their total losses in these cases, for example in the case of 
exempt publications, it is about 56 millions, and applied their formula. 
And when you apply their formula you come out with result that the 
102 million still includes $28 million of losses on exempt publications, 
and they are asking for not rate increase. 

The CrHatrman. So really they pay under the old formula and 
instead of 28, 56, and instead of 11, it would be 22? 

Mr. Cawtey. That is correct. 

The Cuamman,. That is the new formula? 

Mr. Caw .ey. Yes, sir. 

The Cramman. Proceed. 

Mr. Kenyon. As the Citizens Advisory Council has clearly indi- 
cated, the President, the Congress, and the Postmaster General have 
agreed to the need for such a policy. We believe that the development 
of a postal policy based on historic precedent and modern concepts 
will serve to foster American growth and progress just as well as 
the modernization of our tax laws, our tariffs, and our banking laws 
have served the Nation. 

Gentlemen, we don’t presume at this time to outline a specific basic 
policy for this committee. The report of your Advisory Council 
has amply demonstrated the need for congressional action and it 
provides a sound basis for developing a set of basic principles in 
policy legislation. I wish to emphasize two principal points for your 
consideration. 

We believe there are two very fundamental traditions in American 
Government at stake here. They are: 

1. That the postal establishment, in its historic character and by 
its oft-declared purpose, is a public service; and 

2. That the ratemaking power is and must remain a function of 
the Congress. 

It is the MPA’s sincere belief that measures proposed by the current 
Post Office administration would quite definitely change the historic 
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character and purpose of the postal establishment. The MPA further 
believes that unthinking acceptance of their rate and policy proposals 
constitutes not only a dire threat to magazines and newspapers but 
to the public welfare as a whole. 

The question of whether, or by how much, rates should be raised is 
completely academic and beside the point until and unless Congress 
looks carefully into the fundamental premises behind the asking. 
Until basic policy is defined, any rate change will only becloud the 
issue, and perpetuate a rate struggle already too long continued. 

The big push for temporary rate adjustments, based on what pub- 
lishers interpret as a wrong postal philosophy and enacted solely to 
help the postal administration show a quick in balance, is not only 
putting the cart before the horse, it is at best a makeshift, hurry-up, 
piecemeal measure that will make any needed rate adjustments 10 
times as difficult to accomplish. 

Furthermore, any granting of temporary rate increases now, before 
fundamental policy is defined, would be a reckless waste of the thous- 
ands of man-hours and dollars devoted to the recent exhaustive studies 
created by the Congress, the Post Office and various users of the mails. 
To push these into the background in favor of some quickie solution 
that will be no solution at all, would be to ignore the most incisive 
thinking ever devoted to solving the postal dilemma. 

Never before has the Congress had available for its use four such 
illuminating documents as the report produced under Senate Resolu- 
tion 49, the financial policy recommendations of the present Post- 
master General and his staff, and the volume, Rate Policies and Rate 
Practices of the United States Post Office, by Dr. Jules Backman. 

And, in addition, you now have The Post Office As a Public Service, 
your report by your own Advisory Council. 

These documents clearly set forth the pros and cons of the funda- 
mental issues. They also, surprisingly, reveal several areas where 
all parties concerned are in gratifying agreement. For example, the 
magazine publishers and the postal authorities are fully agreed: 

(a) That there now has to be a congressional declaration of pol- 
icy—a clarification of the United States postal service in terms of 
its functions and objectives. 

(6) That the setting of rates is a pricing problem which sur- 
mounts the bounds of mere allocated costs and which should take 
into consideration the principle of differential pricing based on addi- 
tional economic factors such as value of service and ability to pay. 

(c) That the application of sound management principles, includ. 
ing substantial amounts of research, are necessary to create further 
efficiencies and cost reductions. It is further implicitly agreed that 
such application can create efficiencies and cost reductions. 

A few additional remarks about paragraph (c) above would seem 
to be in order. We are happy to note that the Citizens Advisory 
Council made reference to a House Appropriations Committee re- 
port of the 83d Republican Congress which, in effect, advised the 
Post Office Department to obtain its balance in long-range econo- 
mies. It was shortly after this period that the country was flooded 
with propaganda proclaiming that the Post Office Department had 
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reduced its deficit from $2 million to $1 million a day. This, of 
course, was no saving to the taxpayer or the users of the mail, since 
this reduction was accomplished through the transfer of air-mail 
subsidies and the costs of franked and penalty mail to the budgets 
of other Federal agencies; and the balance was achieved through 
increases in users’ rates. 

This contention is fully supported in House Report 1741, issued 
by a Subcommittee on Post Office and Postal Operations, January 
30, 1956. On page 2 of this report, the committee states : 

This adjustment shows that the reduction in the deficit in 1955 compared 
with 1953, i. e., that part of the reduction related to mail volume and manage- 
ment activities is properly stated at $62,327,000. 

It is reasonable to conclude from this report that, to date, the Post 
Office Department has achieved approximately a 2-percent improve- 
ment in management efficiency. 

However, the public mind is considerably confused on this point 
because in January 1957, the hearings—see pages 71, 72, Treasury- 
Post Office Departments appropriations, hearings, 1958—before the 
House Subcommittee on Treasury-Post Office Departments Appro- 
priations shows that the committee had concluded that the increase 
In economy and efficiency over a 7-year period amounted to approxi- 
mately $83 million. The Post Office Department filed an exhibit in 
the record purporting to answer this contention of the House sub- 
committee, stating that the comparative increase in economy and 
efficiency amounted to $305 million. 

We submit that this is confusion compounded and that the Con- 
gress should insist that the Post Office Department effect some real 
economies so as to reduce postal costs. A 2-percent reduction in 
operating costs in a $3 billion operation is hardly worth noticing. 
If the Post Office Department was as antiquated and antediluvian 
as some of the new team indicated back in 1953, a cut in expenditures 
from 5 to 10 percent would seem to be more in order. The Advisory 
Council’s report points the way, and we hope this committee will 
give the matter of economies and improved efficiency its careful 
consideration. 

In conclusion, let me say that we are just as anxious as anyone to 
terminate these annual controversies over postal rates. This can be 
achieved with the adoption of a proper postal policy and the provision 
for improved management efficiency in the Post Office Department. 
We fully endorse the recommendations of the Citizens Advisory 
Council. 

The CHatrman. We certainly thank you for coming in and giving 
us this valuable information. 

Do you have any questions? 

Senator Monronry. No questions. 

The Cuarrman. Do you have any further statement ? 

Mr. Cawtey. No further statement from me, sir. 

The CrHareman. We are glad to have you come before us and we 
appreciate this enlightened statement that you have made to the 
committee. 

We have next Mr. Robert W. Frase, American Book Publishers 
Council. 

93326—57——21 





318 POSTAL POLICY 
STATEMENT OF ROBERT W. FRASE, ASSOCIATE MANAGING 


DIRECTOR, AMERICAN BOOK PUBLISHING COUNCIL 


Mr. Frasz. Mr. Chairman, how much time do we have? 

The Cuarmman. We are supposed to finish at 12, but I received 
permission to go beyond 12. We would like you to be brief but at the 
same time we would like to have you get across your message. 

Mr. Frase. My name is Robert W. Frase. I am associate managing 
director of the American Book Publishers Council, which has its prin- 
cipal office at 24 West 40th Street, New York, N. Y. 

he council is the trade and professional association of general 
book publishers—publishers of books other than textbooks and ency- 
seetian Our 147 members include practically all of the well-known 
general publishers such as Harpers, Macmillan, and Doubleday, as 
well as a number of university presses, publishing affiliates of religious 
Senoeannnan®, book clubs and publishers of inexpensive paperbound : 


Need for a statement on postal policy: Very much this opportunity 
of presenting our views in this broad examination of postal policy and 
the report of the Citizens Advisory Council. We believe a useful 
purpose will be served by this consideration of postal policy separate 
and apart from consideration of specific changes in existing postal 
rates and classifications. | 

When postal rate bills are under consideration discussion tends to 
be concentrated on whether individual rates should be increased and 
by how much; and the broad purposes of the postal service tend to be 
obscured. We would also hope that the Committee would proceed 
from these hearings to develop a postal policy for the future guidance 
of the executive branch of the Woveedinent in submitting legislative 
proposals to the Congress. In the absence of such a policy statement 
the philosophy of the executive branch on postal service and rates 
tends to vary in some degree with each new Postmaster General. 

In presenting our views on postal policy we should like first to deal | 
with the question of rates for reading matter, both in the domestic and 
in the international mails, and then to offer some observations on the 
report of the citizens’ advisory council. 


POSTAL POLICY ON READING MATTER 


i i  - ie 


At the present time the postal rate classification structure presents 
a rather confusing picture with respect to the rates charged for various 
types of reading matter. These several rates are the result of a long 
process of historical development, representing the action by many 
Congresses on specific rate bills. Although the present structure 
reflects in a general way the policy which has been evolved by the 
Congress, there are a good many discrepancies and differences in rates 
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which appear to be more the result of historical accident than of delib- 1 

erate decision. 
The following are the principal rates in cents per pound now in ! 

effect for reading matter, all of them being a flat nationwide rate with | ‘ 

no increased charge for distance: | \ 
Cents | 
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Reading matter portion of other 2d-class mail__________________________ 1. 95 
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Since all of these types of reading matter in general serve educa- 
tional and informational purposes, it would seem to be sound public 
policy to work toward more uniformity in these rates. Otherwise, the 
postal rate structure will tend to distort the nature and volume of 
published materials which can be made available to the public. This 
influence of the postal rate structure on the publishing function is by 
no means a theoretical matter, as an examination of a specific case will 
show. One of the most dramatic examples—the effect of the differen- 
tial rates which have been applied to reading matter in magazines on 
the one hand and books on the other—may be used for illustrative pur- 
poses. 

Prior to the introduction of the low promotional second-class mail 
rates in 1879 books and magazines were on a more or less equal com- 
petitive basis in this country with respect to the important element of 
distribution costs. With the inauguration of the low second-class 
rates, from which books were specifically excluded by definition, a 
great stimulus was given to the distribution of magazines. 

Even single copies of books could not, as a practical matter, be 
economically distributed through the mails until the inauguration of 
the parcel post system in 1912. Even with parcel post the distribution 
of books was still under a heavy handicap, partly because of the 
general higher level of parcel post rates and partly because these rates 
were zoned for distance, which made the mailing of books from the 
eastern publishing centers to the Middle West, Far West, and South 
prohibitively expensive. 

Much later for a brief period—1938 to 1942—the rate on books was 
set by Executive orders of President Roosevelt at the same level as the 
reading matter portions of newspapers and magazines, then 114 cents 
a pound regardless of distance. 

The President’s power to adjust postal rates expired in 1942 and 
the rate on books was subsequently raised in several stages to its 
present level of 8 cents for the first pound and 4 cents for each suc- 
ceeding pound—which averages out to 5.25 cents per pound. There 
have been no increases since 1948. The increases from 1942 to 1948 
were on the recommendation of the Post Office Department, which in 
that period seemed to consider books as merely another form of mer- 
chandise because they happened to fall into the category of fourth- 
class mail. 

The result of this difference in postal distribution costs was a 
great stimulation to consumption of magazines in this country, and 
no comparable stimulation to the consumption of books. Combined 
with the economic support which advertising gives to magazine pub- 
lishing, these favorable postal rates have helped to make the United 
States by far the greatest consumer of magazines in the world, both 
in absolute terms and in relation to the size of our population. In 
per capita consumption of books, however, we lag far behind western 
and northern European countries. 

These favorable second-class mail rates were, we believe, a wise 
and extraordinarily successful legislative policy; and the country has 
undoubtedly benefited greatly by it both economically and in terms 
of a better informed and educated population. 

We believe, however, that the country would also have benefited 
equally by a similar policy of stimulating the distribution of books, 
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instead of treating books in the postal rate structure for so long a 
period as mere merchandise. Without in any way derogating the 
importance of the current information in newspapers and the in- 
formational, educational and recreational material in magazines, it 
still must be said that books tend to be the vehicle for the more perma- 
nent, the more comprehensive and the more original works of litera- 
ture, of science, of religion, and philosophy, and of discussions of 

olitical, economic, and social conditions. This point is illustrated 

y the fact that public libraries, supported primarily by local taxation 
as an educational service, spend some 90 percent of their budgets for 
materials on books and only some 10 percent on newspapers, period- 
icals and audiovisual materials. 

Since 1948 Congress has given tangible recognition to the im- 
portance of encouraging the distribution of reading matter in books 
as well as in newspapers and magazines by several actions: By making 
no change in the book rate; by removing the power of the Post Office 
Department to raise the book rate by application to the LCC which it 
has for other fourth-class mail; and by preserving the old 70-pound 
and 100-inch size and weight limit. for book shipments along with 
certain other limited classes of articles. Even so, the reading matter 
rate for second-class mail remains far more favorable than for books, 
whether the measure applied is the rate per pound or the percentage 
of fully allocated postal costs recovered from the rates charged. At 
an average of 5.25 cents per pound the book rate is almost 3 times 
as high as the current 1.95 cents per pound for the reading matter 
portion of second-class mail. In terms of recovery of fully allocated 
costs, the book rate in fiscal year 1955—the last published figures— 
was bringing in about 60 percent of cost and second-class rates about 
22 percent. 

We believe that in any formulation of congressional policy on 
postal rates one of the objectives should be an ultimate goal of approxi- 
mate equality in rates for reading matter. 

The international surface mail rate structure presents another 
example of widely er ing rates for reading matter. 

These rates are set by the executive branch of the Government, in 
practice by the Post Office Department with the approval of the 
President, within rather broad minimum and maximum limits estab- 
lished by the Universal Postal Convention, which is subject to revision 
every 5 years. The Congress now has no role in the setting of these 
rates, not even general policy guidance. The principal rates for 
published materials are now as follows—converted in all cases to cents 
per pound; 


Cents 
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The picture is thus one of great diversity of rates depending on the 
type of material and the countries to which sent. To most. countries 
of the world publications—newspapers, magazines, and books—carry 
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the same rate as other printed matter, such as catalogs or advertising. 
To Latin America somewhat lower rates are provided for newspapers, 
magazines, and books. To Canada magazines enjoy a very prefer- 
tial rate; newspapers, one which is less preferential; and books no 
preference at all. 

Most of the principal publishing countries of the world have taken 
advantage of an optional provision of the Universal Postal Conven- 
tion which permits member countries to reduce by as much as 50 per- 
cent the regular printed matter rate for newspapers, periodicals, 
books, music, and maps. The result is, to take book shipments as an 
example, that it costs more than twice as much to send a book from 
New York to Japan or India as it does from London. Since the for- 
eign purchaser pays these postage charges, publications of other 
countries enjoy a cost advantage over United States publications in 
foreign markets. The Senate in 1955 passed a bill—S. 1292—which, 
among other things, placed the Congress on record as favoring the 
adoption of this optional 50-percent reduction by the United States; 
but the Post Office Department has resisted this move because of the 
slight revenue losses a would result. We feel that it would be in 
the public interest for the United States to adopt this optional reduc- 
tion on published materials. 

The Cuarrman. Do you mean to say that the bill we passed in 1955, 
that they are not acting under it ? 

Mr. Frase. The bill didn’t pass the House. 

The Cuairman. It passed the Senate only and did not become law. 

Mr. Frase. That’s right. 

The CuamrMan. Continue. 

Mr. Fraser. Such a move would not only eliminate the significant 
competitive disadvantage under which American publishers of news- 
papers, magazines, and books must operate in the foreign market, but 
would serve the purposes of the Government itself. The slight loss in 
postal revenue involved would be a very inexpensive method of pro- 
moting the objectives of our foreign information, educational and cul- 
tural exchange, and technical assistance programs. We hope that the 
committee will give some attention to this matter in its further consid- 
eration of questions of postal policy. 

The report of the Citizens’ Advisory Council deals with a wide vari- 
ety of matters, many of which are beyond our field of special knowl- 
edge or competence. We have tried in the earlier parts of this state- 
ment to comment on certain policy questions with which we are par- 
ticularly familiar, and to bring our views on these points to the atten- 
tion of this committee. With respect to the six summary recommen- 
dations of the Council, however, we find oursevles in general agree- 
ment. We should like especially to give our wholehearted endorse- 
ment to recommendation No. 5, namely that: 

Congress should direct the Post Office to request adequate appropriations for 
research and capital improvements compatible with the highest standards of 
modern business efficiency, and provide for a periodic review by the Congress 
of progress achieved. 

There have long been wide differences of opinion on the true fune- 
tion of the Post Office Department and on postal rates, but all users of 
the mail should be able to agree with this particular recommendation. 
Our postal service has clearly fallen behind most business and indus- 
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try in this country, and some foreign postal services as well, in the 
application of mechanization to its operations. Unless substantial 
sums are devoted to research and development, postal costs will un- 
doubtedly go up more than they should and service will further dete- 
riorate as mail volume continues to increase. Since the postal service 
has lagged behind in this area and there is much ground to be made 
up, we believe that the Congress should appropirate proportionately 
at least as much for research and development as large corporations 
spend for this purpose. The result should be the same as in corporate 
experience—a return of several dollars in cost savings for each dollar 
spent for research and development. 

We appreciate very much this opportunity to present our views on 
certain aspects of the broad question of postal policy now under con- 
sideration by this committee. We hope that the committee will pro- 
ceed from these hearings to the preparation of a statement on postal 

olicy which can serve as a guide in the future both to the Post Office 

partment and to users of the mails. 

The Cuarrman. Do you have any questions, Senator ? 

Senator Monroney. I have no questions. 

The CHamman. We certainly thank you, Mr. Frase, for coming 
here. You have brought us more valuable information, especially 
with regard to rates. 

Mr. Kerlin, have we heard all the witnesses ? 

Mr. Kerry. Those are all of the witnesses, Mr. Chairman. We 
have a number of statements submitted to this point with the request 
that they be included in the record. With your permission I would 
like to incorporate them into the record. 

The CHarrman. Are they all brief or are some of them rather long? 

Mr. Kerutn. They are generally brief statements. There is 1 from 
the Secretarv of Commerce, 1 from the Administrator of Small Busi- 
ness, 1 from the Honorable James Farley, several from Members of 
Congress, and most of them are 1 or 2 pages. 

The Cuamruan. Did you get a reply from the Bureau of the Budget ? 

Mr. Kerrtn. There has been no answer to your letter to Mr. Brun- 
dage requesting additional information. 

(See p. 340 of the appendix for Bureau of the Budget statement and 
Senator Johnston’s letter.) 

The Cuarrman. I asked him for further information. 

Is there objection to printing these in the record? If not, they will 
be received and printed in the appendix. 

Senator Monroney. How much longer will the hearings continue, 
Mr. Chairman ? 

Mr. Kerutn. I was going to make two suggestions, Mr. Chairman: 
That the record be kept open for incorporation of additional state- 
ments which we have an indication are going to be submitted, and we 
have a few pending requests to appear before the committee, and an 
attempt is being made to get that lined up. 

The Cuairman. It might be that the Department, too, might want 
to appear again. We would have one more hearing, I would think, 
to incorporate these others, within the next 10 days. We will have to 
close it by then. Don’t you think that is about right ? 

Senator Monroney. Yes, sir. 
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Mr. Keriin. The suggestion was made in the first meeting when 
Mr. Summerfield and Mr. Stans were here that they would like to 
have a further statement. 

The Cuarrman. [f that is all that we have for today we will close 
the hearings for today, subject to the call of the Chair. 

We will try to close the hearings within the next week or 10 days 
to give people a chance if they wish to put something in the record. 

We will contact the Post Office Department to see if they have any- 
thing else to add. 

(Thereupon, at 12:17 p. m., the subcommittee was adjourned, sub- 
ject to the call of the Chair.) 















APPENDIX 


(The following statements and communications have been submit- 
ted for inclusion in the record :) 


THE SECRETARY OF COMMERCE, 


Washington, D. C., March 21, 1957. 
Hon. Orin D. JOHNSTON, 


Chairman, Senate Post Office and Civil Service Committee, 
United States Senate, Washington, D.C. 


DEAR Mr. CHAIRMAN: I thank you for the invitation to testify before the 
Senate Post Office and Civil Service Committee on the report of the Citizens 
Advisory Council which concludes there is no “true postal deficit” when public 
welfare costs are fully considered. 

As the pressure of official duties prevents my appearance in person before 
your committee, I would greatly appreciate your having this letter read into 
the record so that my views on this matter may be known. 

The present administration of the Post Office Department has always been in 
favor of clearly identifying the subsidies and the costs of the public services it 
performs. 


In the past several years the subsidies paid the airlines have been transferred 
to the CAB. 

The Post Office Department is now paid for carrying penalty and franked 
mail, and is on record in supporting legislation now before the House of Repre- 
sentatives providing for payment of about $26 million for the remaining public 
services it now performs. 

The Citizens Advisory Council report asserts that public welfare aspects of 
Post Office Department services now costs the taxpayers approximately $400 
million per year; the idea being that such a huge deficit created in performing 
a public service should not be recovered. 

Whatever a study might demonstrate the true public service deficit to be, the 
fact remains that calling a deficit a public welfare service does not lessen the 
load of the taxpayers. Under such a conception, those who use the mails for 
profit would continue to benefit at the expense of the taxpayers since a large 
share of the postal costs would continue to be paid from general tax funds. 

Therefore, I am unable to concur in the conclusion reached by the Council. 

Sincerely yours, 


SINCLAIR WEEKS, 
Secretary of Commerce. 


THE SECRETARY OF THE TREASURY, 


Washington, D. C., May 24, 1957. 
Hon. OLtn D. JOHNSTON, 


Chairman, Committee on Post Office and Civil Service, 
United States Senate, Washington 25, D. C. 


DreAR Mr. CHAIRMAN: The Treasury Department is very much interested in 
the hearings now being conducted by your committee on the recommendations 
of the Citizens’ Advisory Council in regard to postal rate policy. There are 
three major weaknesses, in our opinion, in the report. 

The report appears to be based upon the premise that the Post Office histori- 
cally has been supported in large measure by the general taxpayer as opposed 
to the users of the mails. The facts indicate otherwise. Throughout the long 
history of the postal service the Congress has repeatedly reaffirmed the policy 
of charging the postal patron for the cost of the service he receives. This is 
attested to by numerous postal rate bills enacted by the Congress whenever postal 
deficits began to rise to substantial proportions. 
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The Council’s report uses 2-year-old (fiscal 1955) data which fail to reflect the 
increases in postal costs enacted by the Congress amounting to approximately 
$200 million a year for wages and fringe benefits alone since 1955. As a result, 
the Council’s report refers repeatedly to a postal deficit of only $362.7 million, 
whereas the postal deficit in the next fiscal year—the first year in which new 
revenues resulting from rate adjustments could be realized—is budgeted at $651 
million. Thus the Council’s report understates the postal deficit by about $288 
million. 

The report also justifies numerous components of the operation in which reve- 
nues fail to cover expenditures as “public welfare.” To call the gap between 
revenues and costs in such operations as handling exempt publications and books, 
postal cards, third- and fourth-class post offices, etc., as “public welfare” expendi- 
ture does not seem to us reasonable. Services which might more properly be 
considered as welfare would not total more than $30 million. 

I hope your committee will act favorably on the President’s recommendation 
for an increase in postal rates. The budget for fiscal year 1958 assumes an 
increase of $654 million in postage rates, as an essential step in achieving a 
budget surplus. 

Sincerely yours, 
GrorcE M. HUMPHREY, 
Secretary of the Treasury. 


THE Depvcty POSTMASTER GENERAL, 
Washington 25, D. C., May 29, 1957. 
Hon. OL1In D. JOHNSTON, 
Chairman, Senate Post Office and Civil Service Committee, 
Washington, D. C. 

DeaR Mr. CHAIRMAN: In appearing before a subcommittee of your committee 
on March 21, 1957, I testified with respect to the report of the Citizens Advisory 
Council dated February 26, 1957. 

In my statement, among other things, I referred to an item appearing on pages 
86 and 37 of the Citizens Advisory Council report, which states that: “By simply 
not enforcing an existing Federal statute, the executive branch has tacitly sup- 
ported the granting of subsidies by the Post Office Department to major com- 
munication interests.”” This referred to the provisions of 39 U. S. C., section 557. 
The conclusion of the Citizens Advisory Council was that the railroads are 
receiving a subsidy of $100 million a year because this law is not enforced. 

In my statement I said that the Postmaster General had attempted several 
times to invoke the provisions of this law, but the Interstate Commerce Com- 
mission had denied that it was under any obligation to furnish the information 
necessary to give the law any effect. 

In the subsequent questioning that took place in the course of the hearing on 
March 21, I made the following statement: “Under the law the Interstate Com- 
merce Commission prescribes the rates of compensation to be paid the railroads 
by us. It has ruled twice that the contention adopted by the Council on page 36 
is not valid.” This statement was followed by these questions and answers: 

“Mr. Braw ey. If the Interstate Commerce Commission would grant the peti- 
tion how much do you think it would save the Post Office Department currently? 

“Mr. Stans. It would be considerable. I would have to make some computa- 
tions, but it would be a very considerable amount of money. 

“Mr. BRAWLEY. Apparently close to the hundred million? 

“Mr. Stans. I would not be surprised.” 

Subsequently, several witnesses before the Committee have implied that I had 
“agreed” that the Post Office was paying a subsidy of $100 million to the rail- 
roads, and thereby had supported their contention that this amount was a public 
welfare expenditure which should not be recovered by higher rates of postage. 

One witness stated that: “The subsidy estimate of $100 million of the Citi- 
zens Advisory Council was concurred in by Deputy Postmaster General Stans 
in his testimony * * *.” 

I wish by this letter merely to point out that this interpretation or con- 
struction of my statement and the answers I gave to the questions quoted is 
entirely erroneous. I am not now, and was not on March 21, in agreement 
with the belief of the Council that the payments being made to the railroads 
by the Post Office Department for carrying the mails are in violation of the 
provisions of 39 U. 8S. C., section 557, or constitute a subsidy to the railroads. 
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My answer was given in response to a wholly hypothetical question concern- 
ing a saving which would be realized by the post office if the Interstate Com- 
merce Commission were to limit rail charges for hauling mail to the level of 
charges paid to the railroads by the Railway Express Agency. On that hypothe- 
sis, I indicated that I “would not be surprised” if the sum involved were close 
to $100 million. 

There is now pending before the Interstate Commerce Commission a rail- 
way mail pay proceeding instituted as a result of the railroad’s applications 
for an increase in rates of compensation for the transportation of mail. The 
first application was filed by the railroads of the eastern district on July 3, 
1956. Other applications by the southern and western railroads have been 
filed since that date. In its answer to the applications of the railroads of the 
eastern and southern regions, the Department has again raised the question of 
the application of the provisions of 39 U. S. C., section 557. Thus, the matter 
is again before the Commission for consideration. If the Commission adheres 
to its prior position court interpretation can then be sought. 

The railroads’ petitions seek an increase in rates on the basis that the 
present rates are so low as to preclude a fair return. The amount they are 
asking is in excess of $100 million, but we do not expect them to prevail for 
any such amount. 

I would appreciate it if you would place this letter in the record of the hear- 
ings. 

Very truly yours, 


Maurice H. Srans. 


OFFICE OF THE POSTMASTER GENERAL, 
Washington, D. C., April 29, 1957. 
Hon. OL1In D. JOHNSTON, 
Chairman, Senate Post Office and Civil Service Committee, 
United States Senate, Washington, D. C. 

Dear SENATOR JOHNSTON: I have been directed by the Advisory Board of the 
Post Office Department, appointed by the President, to submit to you a statement 
and resolution adopted by the Board at its regular quarterly meeting on April 
10, 1957. 

It is requested, on behalf of the Board, that this statement and resolu- 
tion be incorporated in the hearings on postal policy currently being held. 

Sincerely yours, 
Maurice H. STAns, 
Deputy Postmaster General. 


STATEMENT AND RESOLUTION ON PosTAL PoLiIcy BY THE ADVISORY BOARD OF THE 
Post OFFICE DEPARTMENT 


The Advisory Board of the Post Office Department, a seven-member group 
of prominent citizens appointed by the President to counsel on postal matters, 
strongly disagrees with the report given on February 26, 1957, to the Senate 
Post Office and Civil Service Committee by its Citizens’ Advisory Council. 

A resolution adopted at the Post Office Department’s Advisory Board’s regular 
quarterly meeting yesterday with these members voting: John S. Coleman, pres- 
ident, Burroughs Corp., Detroit, Mich.; James H. 8. Ellis, president, the Kudner 
Agency, New York, N. Y.; Richard J. Gray, president, Building and Construc- 
tion Trades Department, CIO-AFL, Washington, D. C.; Jack Rohe Howard, 
president, Scripps-Howard Newspapers, New York, N. Y.; Rowland Jones, Jr., 
president, American Retail Federation, Washington, D. C.; and Charles M. 
White, chairman of the board, Republic Steel Corp., Cleveland, Ohio, criticized 
the report on four grounds. 

1. “It exaggerates the costs of the public services rendered by the Post Office 
Department to a total of nearly $400 million yearly, whereas the more accurate 
costs of legitimate public services including free mails for the blind and reduced 
postage rates for periodicals of certain nonprofit organizations and for books, 
films, and related materials for educational use actually total less than $30 
million. 

2. “It would continue to saddle the taxpayers of the country with huge ex- 
penses which should be paid by the actual users of the mails. 
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3. “It fallaciously contends there is ‘no postal deficit at the present time’ by 
using figures 3 years old which completely ignore hundreds of millions of dollars 
of added postal costs, principally pay increases and fringe benefits enacted by 
the Congress since then. 

4. “The composition of the Citizens’ Advisory Council, with 4 of its 7 members 
affiliated with the publishing industry, makes its conclusions questionable.” 


CONGRESS OF THE UNITED STATES, 
HOovusE OF REPRESENTATIVES, 
Washington, D. C., March 20, 1957. 
Hon. OLin D. JOHNSTON, 
Chairman, Committee on Post Office and Civil Service, 
Washington, D.C. 

Deak Mr. CHAIRMAN: I have received and studied the report submitted to 
your committee by its Citizens’ Advisory Council relative to the recurring de- 
mands for higher postal rates. 

First of all, I wish to thank you personally for your thoughtfulness in supply- 
ing me with a copy of this report and affording me the opportunity to submit 
a statement for your forthcoming hearings on this question. 

As a Member of the Congress, I wish to express my appreciation to each 
individual member of your Citizens’ Advisory Council for the very concrete, con- 
cise, and thorough study which they conducted. I must say in all candor that 
their report is excellent. It contains information of a nature which is vital for 
the Congress to possess if it is to consider and enact intelligent legislation per- 
tinent to this subject. To disregard the data accumulated by your Advisory 
Council would be utter folly and foolish. 

At this time, I should like to concur in the recommendations of your Advisory 
Council. However, since the word “modern” has been subjected to such a great 
deal of usage and interpretation of recent months, I should like to suggest that 
such a declaration of postal policy be referred to as “original” or “up to date.” 
Mr. Chairman, I am of the opinion that a declaration from the Congress relative 
to postal policy is not only necessary and desirable but is absolutely imperative 
if the nefarious attacks on such services are to be effectively answered. Since 
the national policy in this respect has been repeatedly stated over the last 165 
years, it is amazing to me that it is again necessary for Congress to explicitly 
declare that the postal service was established in the public-service concept and 
to again reemphasize the words of a former Postmaster General: “The Post 
Office is not for profit nor for politics, but for service.” 

Before concluding my statement, Mr. Chairman, I should like to commend 
the Council for its reference to the current situation of the third- and fourth- 
class post offices. Mr. Chairman, I have a little better than 160 post offices in 
my district (the Fourth Congressional District of Colorado). I would point 
out to you that approximately 60 percent of these are in the category of third- 
and fourth-class post offices. As mentioned in your Council’s report, these 
maintain necessary and essential services to my people. If the advocates of the 
pay-as-you-go philosophy had their way, many of these would be closed due to 
the fact that very few can be classified as successful in a financial and busi- 
ness sense. As suggested by your Council, the services provided by the third- 
and fourth-class post offices of the Nation cannot be measured in dollars and 
cents. They are essential to the welfare and well-being of the residents of a 
community as well as to its prosperity and progress. 

I wish again to thank you, Mr. Chairman, for this opportunity and once more 
permit me to congratulate the members of your Citizens’ Advisory Council for 
a job well done. It is my sincere hope that this session of Congress will 
implement their recommendations. 

With best wishes, I am 

Sincerely yours, 
WAYNE N. ASPINALL, 
Member of Congress. 
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CONGRESS OF THE UNITED STATES, 
Howse OF REPRESENTATIVES, 
Washington, D. C., March 28, 1957. 
Hon. OLIN D. JOHNSTON, 
Chairman, Subcommittee on Postal Policy of the Senate Committee on 
Post Office and Civil Service, 
Senate Office Building, Washington, D. C. 


Dear Mr. CHAIRMAN: Since it will be impossible for me to appear before 
you on April 2, 1957, I am enclosing herewith my statement for the record. 
Thank you for this courtesy you have extended to me. 
With kindest regards, I am, 
Cordially, 
ABRAHAM J. MULTER. 


STATEMENT OF ABRAHAM J. MULTER, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF NEW YORK 


Mr. Chairman and distinguished members of the committee, I appreciate this 
opportunity you have given me to present my views to you. 

I am strongly opposed to increasing postal rates. The post office is a public 
service. It is not a business enterprise. 

In the early days of our history the post office was operated by private enter- 
prise for private profit. It was taken away from private business and made a 
Government monopoly solely on the theory that it was a governmental function 
to guarantee to our citizens a speedy and efficient means of communication. 

If every department of Government, legislative, judicial, and executive, were 
charged for the cost of carrying their mail and the Post Office Department 
credited with that cost (solely as a bookkeeping item) the Post Office Depart- 
ment’s deficit would disappear, in large part, if not completely. 

The postal system has contributed to the public welfare immeasurably, far 
beyond the aggregate total deficit of the Department. 

The postal service must be continuously improved and the postal workers 
employed and promoted on a basis of merit, and their compensation fixed in 
accordance with the value of their services and prevailing economic conditions. 
At no time should wage scales be tied to revenues in the post office. 

The only possible exception to what I have said is that portion of the Post 
Office Department which renders a business service to private enterprise. In 


that area we might properly consider increasing the postal rate, but not 
otherwise. 


Thank you, Mr. Chairman. 


NEw York, March 26, 1957. 
Hon. OLIn D. JOHNSTON, 


Senate Office Building, 
Washington, D. C. 


Dear SENATOR: I regret that due to recent eye surgery my travel activities 
have been limited for I would have liked to come to Washington to testify be- 
fore the Senate Post Office and Civil Service Committee in opposition to the 
report of the Citizens Advisory Council entitled, “The Post Office as a Public 
Service,” dated February 26, 1957. 

Under the circumstances, I would very much appreciate your recording my 
views by making this letter a part of the official report of the hearings of the 
Senate Post Office and Civil Service Committee. 

The report the committee has under review reaches the amazing conclusion 
that there is no true postal deficit when credit is given for the costs of public 
welfare services rendered by the Post Office Department, which I understand 
the Council estimates total about $400 million yearly in costs. I know from my 
experience as Postmaster General that this is a perfectly ridiculous conclusion, 
based on badly shopworn arguments I heard myself years ago. 

While it is true there are some public services rendered by the Department, 
which should properly be paid for by the general taxpayer rather than the 
users of the mails, the total cost of these legitimate public services is about 


one-fifteenth, I am told, of the $400 million total suggested by the Citizens Ad- 
visory Council. 
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The inference and intent of the Citizens Advisory Council’s report is obvious ; 
namely, that there is no need for postal rate increases now to put the Post Office 
Department on the traditional American pay-as-you-go basis. 

This, it seems to me, is the net result of this classic example of special pleading 
of those who use the mails for profit and who, incidentally, comprise a majority 
of 4 members of this 7-member council. 

I feel certain the members of the Senate Post Office and Civil Service Com- 
mittee, as well as the membership of the entire Congress, will not endorse this 
report by the Citizens Advisory Council. In my judgment, this report should 
be rejected and every effort made by your committee and the Senate to expedite 
legislation which will produce badly needed new revenues from first-, second-, 
and third-class postage. 

Sincerely yours, 
JAMES A. FARLEY. 


REPUBLIC STEEL CorpP., 
Washington, D. C., April 10, 1957. 
Hon. Ovin D. JOHNSTON, 
Chairman, Senate Post Office and Civil Service Committee, 
United States Senate, Washington 25, D.C. 


Dear Mr. CHAIRMAN: I appreciate the invitation to testify before the Senate 
Post Office and Civil Service Committee on the report recently given by its 
Citizens Advisory Council. 

Since it is impossible for me to attend the committee’s session this Thursday, 
I would very much appreciate your placing this letter in the record. 

As a businessman I cannot agree with the reasoning which prompted this 
committee to magnify the public services performed by the Post Office Depart- 
ment so that they approximate $400 million annually in costs. 

I am in agreement with the intent of H. R. 5206 recently reported to the 
Congress by the House Post Office and Civil Service Committee. This bill, as 
you know, spells out the real public services rendered by the Post Office Depart- 
ment, favors their clear-cut identification, and would provide for their payment 
from the general fund of the Treasury. Under this law, the Post Office Depart- 
ment would be properly reimbursed for about $26 million a year which repre- 
sents the current public services it performs and for the carrying of certain 
mails free or at reduced rates. 

It will be seen that the difference between $400 million and $26 million is 
a great one. 

Therefore, if the conclusion of the Citizens Advisory Council were accepted 
this huge expense would have to be paid by the taxpayers and there would be 
no need to increase postage rates to put the Post Office Department on the more 
nearly pay-as-you-go basis—which most businessmen as well as the majority of 
all Americans prefer. 

For the reasons I have enumerated above, I strongly urge that the report 
of the Citizens Advisory Council be rejected. 

Respectfully yours, 
JAMES C. BLACK. 


TEACHERS SERVICE ORGANIZATION, INC., 
Philadelphia, Pa., March 26, 1957. 
Senator JoserH S. CLarkK, Jr., 
Senate Office Building, Washington, D.C. 


Dear Senator CLARK: We are deeply concerned about the attacks on third- 
class mail. We believe that the term “junk mail’ is not a true description of 
third-class mail. We know that our own third-class mailings are not junk. 

We depend on third-class mail to keep in constant touch with our members 
and to keep them informed from time to time, of the services which they may 
secure through our organization. Our organization is somewhat similar to a 
savings and lending association. In these days of teacher shortages and low 
teacher salaries, our services to the teachers of Pennsylvania are vital to them. 

We hope you will have an opportunity to read the report of the Citizens 
Advisory Council. Also, if possible would you be kind enough to place this letter 
in the hearing record. 


caters Boe AERTS 
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About 2 or 8 years ago the rate on third-class mail was increased by 50 per- 
cent. We would appreciate your help in preventing another increase at this 
time, as proposed in H. R. 5836, because such increased rates would have an 
adverse effect on our business. 

Yours truly, 


J. R. Auter, Treasurer. 


DANIELS BUSINESS SERVICES, 
Asheville, N. C., March 23, 1957. 
Hon. Sam J. ERVIN, Jr., 
Senate Office Building, 
Washington, D. C. 


Dear SenaTOR Ervin: I appreciated your reply to my previous letter. Since 
the postal rate and policy hearings are currently underway, I am writing again 
and ask that you include this formal protest against postal-rate increases in the 
record. 

We are a small shop of 20 employees and if it were not for the direct mail 
aspect of our business we could not remain open. A large portion of our gross 
comes from Asheville advertisers who find third-class mail an effective, economi- 
eal medium to further their growth in the community. Among many others, 
we have a furniture store account whose mailing list of customers has grown in 
6 years from 700 to 8,500; this firm has doubled the size of its store; doubled 
the number of employees—all accomplished through the effective use of third- 
class mail. Rate increases vitally affect them, as well as ourselves. 

I have a copy of the report of the Citizen’s Advisory Council to the Com- 
mittee on Post Office and Civil Service. With this excellent report and recom- 
mendations I heartily agree. 

Your careful analysis of the effect of arbitrary rate increases on our industry 
and the people we serve is most urgently requested. You may be assured that 
the business people in our area of North Carolina we deal with are not in 
favor of postal-rate increases. 

Sincerely yours, 


E. W. DANIELS. 


ADDRESSES, INC., 


Camden 3, N.J., April 5, 1957. 
Senator Ciirrorp P. Casg, 


Senate Post Office Committee, 
Senate Office Building, Washington, D. C. 


Deak SENATOR CASE: We appreciate your interest in the postal-rate hearings 
and trust that you will see that Postmaster General Summerfield’s rate increase 
bill is properly evaluated before any increases are granted. 

Our particular business is dependent upon third-class bulk mailing and the 
rates proposed in his bill could very well destroy our business and a major part 
of the direct-mail advertising business throughout the country. We feel that 
this rate bill may have a more vital effect upon the economy of the Nation than 
many people realize and is cause for alarm and great consideration. 

Direct-mail advertising as you know, is now the second largest medium of 
advertising and contributes a substantial volume in goods and services to the 
economy of the entire United States. 

We would like to point out that third-class bulk-mail rates were increased 
50 percent, from 1 cent to 14% cents, on July 1, 1952, which is a substantial in- 
crease and which fact has seemed to be overlooked in much of the consideration 
given to this bill. 

The report of the Citizens Advisory Council to the Senate Committee on Post 
Office and Civil Service gives a very comprehensive study of the entire situ- 
ation. We would appreciate your opinion and comments on this report. 


I would appreciate it very much if you would have this statement placed in 
the hearing records. 


Cordially, 
R. T. CrLarK. 
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THe PRAIRIE FARMER. 
Chicago 7, Iil., April 12, 1957. 
Senator OLtn D. JOHNSTON, 
Chairman, Senate Post Office and Civil Service Committee, 
Washington 25, D. C. 


My Dear Senator: I would like to file with your Committee on hearings 
concerning The Post Office As a Public Service the enclosed statement. 

This is a portion of my statement before the House Post Office Committee 
on postal rates but includes my reference to the Post Office Department as a 
public service. 

I sincerely hope that this question of service can be resolved so that both 
publishers and your Committee will have an easier time when the question of 
rates is up. 

Very truly yours, 
JAMES E, Epwarps, President. 


STATEMENT OF JAMES E. EpWARDS, PRESIDENT, THE PRAIRIE FARMER PUBLISHING 
Co., CHIcaGo, ILL. 


Prairie Farmer is printed and mailed in Chicago, with a circulation of 400,000. 
Our subscribers are coneentrated in Illinois, Indiana, southern Wisconsin, and 
southwest Michigan, with separate editions for those four States, published semi- 
monthly. Prairie Farmer, by the very nature of its clientele, is distributed 
exclusively through the mail. 

Members of this committee surely appreciate that the Post Office Department 
of this country was founded as a service to its people, and it still comes in that 
category. Probably it is of greater service to rural people than to some other 
segments. Prairie Farmer implements that service by bringing to farm people 
the news and information that is vital and necessary to their business. 

Prairie Farmer's editorial department attempts at all times to carry a well- 
rounded budget of educational news and to further especially Government pro- 
grams that have been enacted for the benefit of farmers and rural people. Here 
are some recent examples: 

(1) Since the enactment of the soil-bank legislation approximately a year ago, 
Prairie Farmer has carried more than a dozen articles interpreting the USDA 
program, applying it to conditions in our territory and urging farmers to keep 
in close touch with their county committees. Because Prairie Farmer has a 
minimum closing date, it has been possible to make many announcements to 
farmers with close timing so as to apply Government programs to seasonal 
decisions. 

(2) In December 1956, at the time of the corn referendum, Prairie Farmer 
devoted large space to this question and was able to announce rules for the eligi- 
bility of voters and publish an official specimen ballot even though these were 
not decided in Washington until 2 weeks before the event. Prairie Farmer also 
earried a thorough analysis of the pro and con of the corn referendum, applying 
these arguments to specific conditions in our individual territory. 

(3) Regularly, Prairie Farmer carries Government maps on long-range fore- 
casting of weather and also maps forecasting the degree of insect infestation 
which the farmer must contend with in planning his crops. Information comes 
from State and Federal sources and is carried as a public service to rural 


ple. 

(4) Prairie Farmer has been zealous through the years in assisting with 
livestock-disease programs such as those launched for the elimination of bovine 
brucellosis, vesicular exanthema in swine, and scrapie in sheep. In the ease 
of the scrapie disease, Prairie Farmer discovered an infected flock in [linois 
and brought the matter to the attention of authorities. Subsequently when the 
Bureau of Animal Industry of USDA sought legislation for the eradication of 
this disease, Prairie Farmer cooperated in calling attention to the legislation 
and in presenting testimony before congressional committees. The legislation 
was enacted and this disease is well under control. 

(5) The United States Government faced a gigantic task in bringing social 
security to the farm population and acquainting farm people not only with their 
payment obligations but with their benefits under the social security program. 
Prairie Farmer has published more than a dozen stories and turned thousands 
of inquiries over to social security representatives. These representatives have 
also been invited to take part in a Prairie Farmer sponsored program on WLS, 
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our radio station, and to set up an information booth at Prairie Farmer’s an- 
nual farm progress show which plays host to approximately 100,000 people. 

(6) Prairie Farmer has been in close contact with civil defense authorities 
and has published two major articles to enlist rural people for the Sky Watch 
program and emphasize the necessity of alertness in rural areas. 

(7) During the past year a series of three major articles on international 
trade have been published to acquaint farm people with the work of the Govern- 
ment in stimulating trade and to explain reasons why farm products must be 
imported as well as exported. Foreign trade is one of the more difficult pro- 
grams to explain, and Prairie Farmer has for many years carried on a cam- 
paign to encourage understanding of international problems among farm people. 
This has included a series of stories from Latin American describing the point 
4 program carried out by the International Cooperation Administration. 

(8) Prairie Farmer has a well-organized program for cooperating with local 
and State law-enforcement officials in the apprehension and prosecution of 
swindlers who work in rural communities. This program has been influential 
in helping thousands of farm people every year. Approximately 20,000 sub- 
scribers take advantage each year of the protective union service supplied by 
Prairie Farmer. As a result of this program, State laws have been passed in 
Illinois, Indiana, Wisconsin, and Michigan to provide licensing of operators 
in fields such as seed distirbution and sanitation practices. 

(9) Prairie Farmer has given a great deal of editorial space to the recruiting 
of nurses and rural teachers. At present our publication sponsors a Rural 
Teacher of the Year Award in each of our four States, working in cooperation 
with the National Education Association and State educational groups. 

(10) Not only has Prairie Farmer devoted much space to the programs of 
4-H, FFA, and other youth programs, but we sponsor youth awards in four 
States and consider the encouragement of rural youth programs as one of our 
most important public services. 

(11) Approximately 60 percent of all editorial material published in Prairie 
Farmer originates in one way or another from the research and agricultural- 
improvement programs of the United States Department of Agriculture and the 
State agricultural colleges. Much of this material comes direct from the farms 
and not from the campuses and experiment stations. Since farm people are 
more readily influenced by the experience of other farmers, it is important that 
the new information be tested on farms and that the experience of the farmer 
with the new programs be reported. This is the most important function of 
an agricultural publication. The success of this method of distributing farm 
information is attested by the fact that farmers put farm papers at the top of 
their list of information sources. 

This has been documented by various investigations. In a survey among 
farmers, the Iowa State College asked this question: “Where do you get in- 
formation to help you in farming?’ More farmers listed farm publications as 
their source than any other medium or service. 

A prominent Chicago advertising agency wanted to find out where farmers 
looked for helpful service, so they asked this question: “What sources do you 
rely on most for helpful information and advice about better farming and new 
ideas for farmers? Please list in order of importance to you.” 

Here is how they answered: 


Percent 
INS GN ci nso secaereniincsinnenc rai ies ccd Sartre deanna ida tetanic 47.4 
I IN ci 5s cecetiguarin nines sbiniinihnneniasmmasencimightniptieinisamianicenantsmenivicinininaie 29.9 
Dealers and manuacturers literature___.._.....-..-.-.-._-_______ 7.0 
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Cornell University also looked into this same subject and conducted personal 
interviews. They found out that farm publications topped the list with a score 
of 41 percent. Next came the Farm Bureau News with 12 percent and the uni- 
versity’s own extension bulletins with 12 percent. So you see just how much 
farmers rely on independent farm publications for service through the mails. 
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THE PROGRESSIVE FARMER, 
Raleigh, N. C., April 15, 1957. 
Hon. Orin D. JOHNSTON, 
Chairman, Senate Post Office and Civil Service Committee, 
Washington, D. C. 


DEAR SENATOR JOHNSTON : I have studied the report of the Citizens’ Advisory 
Council to your committee very carefully and wish to congratulate all concerned 
upon the completeness and soundness of this report. This council has rendered 
a real service. 

I understand that you are now holding hearings on this report. Since I ap- 
peared before your committee during the closing days of the last Congress, I 
do not think it necessary to do so again. I would, however, like to file the 
attached comparison of increased rates on second-class postage proposed in 
H. R. 5836, H. R. 5839, and S. 1534 with present rates as they would effect 
our magazine. The brief statement by our president covers the subject thor- 
oughly. And the attached editorial which appeared in The Progressive Farmer 
January 1956 is even more timely today. 

We shall greatly appreciate your including these in your records. Copies 
are going to each member of your committee. 

With kindest personal regards. 

Cordially yours, 


JOHN B. Gorpon. 
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If the second-class rates proposed in H. R. 5836, H. R. 5839, and S. 1534 had 
been fully in effect during the latest fiscal year of the Progressive Farmer Co., 
at the advertising rates effective during that period, the company’s net profit 
after taxes would have been reduced from 3 cents to 1 cent per dollar of income. 
And contributions by the company to its employee retirement plan would have 
been cut in half, 

The Progressive Farmer is not opposed to some increase in second-class rates 
if Congress, after it has established a policy governing postal rates, finds it 
necessary to increase rates on all classes of mail. 

And if postal rates should be increased, the Progressive Farmer Co. believes 
that any increase in second-class rates should not exceed 10 percent in any year 
and that the total amount of any increase should be about 20 percent but should 
not exceed 30 percent. Our company also believes publishers and advertisers 
could absorb increases in second-class rates totaling not more than 20 to 30 per- 
cent but that they could not absorb the proposed increases totaling 60 percent 


without generally hurtful, and, in some cases ruinous, effects on the publishing 
field. 


[From the Progressive Farmer, January 1956] 
THE EDITORIAL VIEWPOINT—Post OFFICE DEPARTMENT—SERVICE OR BUSINESS? 


The Post Office Department costs the Federal Government several hundred 
million dollars a year more than it receives from those who use the mails. The 
postal deficit has led to a demand for increased postal rates on first-class mail, 
such as letters; on second-class material, such as magazines; and on circular 
letters and other third-class mail. You have also heard it claimed that present 
rates give a huge subsidy to those magazine publishers that deliver their 
publications to subscribers through the mail. Farm organizations have taken 
certain publishers to task for opposing subsidies to farmers, claiming publishers 
themselves are the recipients of millions of dollars in postal rates subsidies. 

All this leads to some very pertinent questions that should be earnestly con- 
sidered by all users of the mails, including Progressive Farmer subscribers. 

Is the postal service purely a business, or is it a service to all the people? 

If it is purely a business, then the logical thing to do is to insist that the 
Post Office Department put into effect every possible economy consistent with 
good service. Then charge the users of the mail what it costs to deliver it. But 
before you decide that the postal service is purely a business, let’s see what serv- 
ices it gives, to whom they are rendered, and why they cost so much. 

First off, Progressive Farmer readers should know that there are 40,000 post 
offices in the United States. And only about 2,000 of them take in enough 
revenue to meet their overhead costs. Perhaps your own post office is one that 
does not pay its way. Why then is it kept open? Certainly, not as a service to 
magazines such as the Progressive Farmer. Monthly magazines can be de- 
livered from 20,000 post offices just about as effectively as from 40,000. If you 
have a post office that costs the Government money, it is not as a favor to maga- 
zines. It is because the people in your community want it. It renders services 
they would not willingly give up. 

The rural free delivery was established to serve millions of people living a 
good way out from town. Congress knows that it would be out of the question 
to raise rates enough for this service to show a profit. Yet, if the postal service 
is purely a business, shouldn’t rural free delivery show a profit? 

As Senator Olin D. Johnston, of South Carolina, chairman of the Senate Post 
Office and Civil Service Committee, so aptly illustrates, “We should stop calling 
the cost of these needed services deficit. Rural delivery is no different from the 
lighthouses operated by the Treasury Department. Shipowners do not pay a fee 
every time they pass one of them. They are operated as a calculated loss in 
interest of better, safer shipping. The benefits of postal service to the people 
are every bit as direct. * * * 

There are a number of categories of mail that are either carried free of charge 
or at very low rates. An enormous volume of official Government mail—corre- 
spondence and publications of Congress and all Government agencies. and or- 
ganizations—is carried free. Other such mail carried free of charge or at low 
rates includes free-mail-for-the-blind, free-in-county newspapers, charity, edu- 
cational, and religious mail. And there are many other nonpostal services per- 
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formed by the Post Office Department from which it receives no revenue. Here 
are just a few of them as listed by Senator Johnston: 

1. Relatives of deceased men in Armed Forces are located. 

2. Former tenants are located for the Housing Authority. 

3. Doves are counted for the USDA. 

4. Post offices receive and transmit money for “Heart,” “Polio,” and “Cancer” 
organizations. 

All these services cost money. If they were rendered by any other department 
of the Government, their cost would be taken care of by congressional appro- 
priations. But when the Post Office Department incurs them, they become 
deficits. And those who use the mails are held responsible. 

There is nothing wrong in the Federal Government spending money for these 
good services. And it is entirely proper for us to have 38,000 money-losing post 
offices, if they are a service to people and the people want them and are willing 
to pay for them. But it is unfair to say the cost of these services to all the 
people should be charged largely against the comparatively few concerns that 
must use the mails to do their business. 

Is the postal service purely a business, or is it a service to all the people? 
Until this question is answered by Congress, there can be no sound basis on which 
to establish postal rates. If the Post Office Department is a service to all the 
people, it does not follow that publications such as the Progressive Farmer 
should be carried free of charge. But it should mean rates somewhat lower 
than are necessary for the Post Office Department to show a profit. And it would 
also be recognized that the deficits of the Department are not a subsidy to pub- 
lishers, but rather a service to the people that “creates more in wealth, taxes, and 
employment than any other Federal agency.” 

Insofar as the Progressive Farmer is concerned in postal rates, we can say 
this: If we have been subsidized by low postal rates, it has not gone into the 
pockets of Progressive Farmer owners. If we have received a subsidy, then 
that subsidy has been passed on to our subscribers in low subscription rates. 
We give 60 big issues of from 100 to 200 pages an issue for the low cost of $2. 
That’s 34% cents an issue. To send a 176-page issue to a subscriber costs the 
Progressive Farmer 20 cents. 

Three increases of 10 percent each were made in second-class postage rates in 
1952, 1953, and 1954. The Progressive Farmer does not oppose further increases, 
if they are found necessary after Congress has established a sound fiscal and 
postal policy for the Post Office Department. But we do object to the continual 
agitation of the rate question by the Postmaster General and his attempt to 
make it appear that publishers are the recipients of huge Government subsidies. 


NATIONAL FARMERS UNION, 
Washington 5, D. C., May 8, 1957. 
Hon. OLin D, JOHNSTON, 
Chairman, Senate Post Office and Civil Service Committee, 
Senate Office Building, Washington, D. C. 


Dear SENATOR JOHNSTON: I am submitting for the record on behalf of the 
National Farmers Union my comments on the report of the Citizens’ Advisory 
Committee on the subject of postal policy. 

Although the Farmers Union is in no position to affirm or deny the statistical 
material contained in the report, since it has no technical staff which could go 
into the matter fully, it is our feeling that the whole approach of this study is 
imminently sound. It makes sense to us that in a country like ours where great- 
ness has been achieved through vision rather than a narrow adherence to the 
balance sheet, that in the postal field the question of postal policy—and appraisal 
of what kind of a Post Office we want and why—be taken up before a prolonged 
and narrow-gaged dickering on who should bear what fraction of the total cost 
of service. 

Rural America particularly owes much of its development to a postal service 
dedicated to serving all of the people at minimal cost, no matter how remote 
their dwelling place may be. Current insistence on running the Post Office as 
a business deny completely the consideration of public need which led to such a 
rapid expansion of our country. In the farm field, too, we are all too familiar 
with the chain reaction set up when the price of an essential commodity is raised. 
There may be as many individual tragedies in the business world from an un- 
thinking adherence to the credo of the balance sheet as there have been among 
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farmers caught in the squeeze between higher costs and static, or even competi- 
tion-lowered prices. 

This is not to say that we hold any brief for maintaining postal prices at 
present levels, but we do maintain that until the basic philosophy has been 
worked out, no satisfactory solution to the rate question can be found. 

Sincerely, 
Aneus McDONALD, 
Assistant Legislative Secretary. 





STATEMENT By JuLIA D. BeNNeEtT, Drrector, WASHINGTON OFFICE, AMERICAN 
LIBRARY ASSOCIATION 


The American Library Association is a professional, nonprofit organization of 
more than 20,000 librarians, libraries, trustees, and friends of libraries interested 
in the development, extension, and strengthening of our Nation’s library services 
and the widest possible dissemination of information to achieve an intelligent 
and well-informed electorate so essential to our Nation’s welfare. 

The association appreciates the opportunity to present briefly its views regard- 
ing postal policy relating to the dissemination of educational materials through 
the mails. 

The postal services were created “to unite more closely the American people, 
to promote the general welfare, and to advance the national economy.” Congress, 
throughout the years, has recognized the importance of the educational use of 
the mails as an essential postal service to the American public. 

In 1879 special low postage rates were created for newspapers and periodicals 
in order to encourage the distribution of current information and educational 
materials. Twenty-nine years ago, Congress established a special rate for books 
sent from one library to another through interlibrary loan or books from the 
library to an individual for loan and return by that individual to the library, 
but only within the limits of one State or the third postal zone. The library 
book rate was first set at 3 cents on the first pound and 1 cent on each additional 
pound. Ten years later, in 1938, President Roosevelt issued a proclamation 
establishing a general book rate at 1144 cents per pound without regard to zone. 
The same rate then applied to the reading matter portion of newspapers and 
magazines (second-class mail). There have been increases in rates for both 
the book rate and library book rate until they now stand at 8 cents on the first 
pound and 4 cents for each additional pound and 4 cents on the first pound and 
1 cent for each additional pound respectively. In 1953 Congress recognized that 
information cannot be confined to books alone and extended the book and library 
book rate to include films and recordings. 

In a bill which passed the Senate in 1955 (S. 1292) the book and library 
book rates were extended to certain other educational materials, including sheet 
music, educational tests, academic theses, manuscripts and miscellaneous library 
materials. Although this bill was not acted upon in the House of Representatives, 
the extension of the book and library book rate to these additional categories 
of educational and cultural materials was contained in another bill which 
passed the House in 1956 but not the Senate. The current administration bill 
for postal rate increases also includes these extensions. 

The book rate and library book rate have greatly assisted libraries in extending 
their services by mail thus aiding in the communication of ideas and information. 
These ideas, and particularly free access to them, are basic to our democratic 
culture, and they must be encouraged if this country is to remain a stronghold 
of the free world. 

Demands on libraries continue to increase as a result of expanding population, 
the rise in the educational level of our people, and the growing complexities of 
our civilization. To meet the information and book needs of people everywhere, 
with or without libraries, interlibrary loans or direct loans by mail are becoming 
an increasingly important but costly part of good library service. Most libraries 
want to share their informational resources. They should be encouraged to 
remain a part of our national network of information. The Congress can provide 
this encouragement by continuing its present book and library book rate policy. 
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We recommend that the historic policy of the Congress in promoting the distri- 
bution of educational and cultural materials through the postal service be con- 
tinued, and specifically that: 

1. The book and library book rates be extended to certain other educa- 
tional and cultural materials which are now misclassified as merchandise 
or as letter mail, especially educational tests, sheet music, academic theses, 
manuscripts, and miscellaneous library materials; 

2. The present restriction of the library book rate to the limits of one 
State or the third postal zone be removed ; 

8. The use of the library book rate not be burdened by cumbersome ad- 
ministrative arrangements such as a permit system or the filing of reports 
by nonprofit agencies unless it can be demonstrated that significant unau- 
thorized use of the rate has occurred ; 

4. The library book rate be maintained at its present level ; 

5. The book rate not be increased from its present level so long as it 
remains at a much higher level than the rate for reading matter in news- 
papers and magazines. 





Time, INc., 
New York, N.Y., April 15, 1957. 
Mr. H. W. BRAWLEY, 
Executive Director, Senate Post Office and Civil Service Committee, 
Room 134, Senate Office Building, Washington, D. C. 


Deak Mk. BRAWLEY: In connection with our testimony before the Senate Sub- 
committee on Postal Policy on April 10, 1957, I thought there might be some 
misunderstanding about the cost figures we used in attempting to measure some 
of the public service items involved in running the postal establishment. As a 
result, I am taking the liberty of writing this letter to you for the purpose 
of clarifying our position. 

We believe that the minimum public service cost for any agreed-upon item 
must be the out-of-pocket cost to the Government of handling that item. It is 
possible that more than the out-of-pocket costs should be considered as was done 
by the Citizens’ Advisory Council. That is something that is not our prerogative 
to decide. Furthermore, the only estimates for out-of-pocket costs available are 
those emanating from the Post Office Department and those are the ones we 
used. We have no way of knowing how much actual calculations might alter the 
estimates. 

In addition, we did not take into account the possible public service costs 
involved in such areas as rural delivery and third- and fourth-class post offices. 
Naturally, costs for these items would be included in the estimates we used. 
Once again, it is the prerogative of Congress to decide what the amounts of 
public service costs are in those areas. 

I hope that this letter will help to clarify the difference between the cost 
figures we used and those used by the Citizens’ Advisory Council. 

Sincerely, 


D. W. BRUMBAUGH, Vice President. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., May 2, 1957. 
Hon. Oxt1n D. JoHNSTON, 
Chairman, Committee on Post Office and Civil Service, 
United States Senate, Washington, D. C. 


My Dear Mr. CHuarrmMan: In connection with the hearings of your committee 
on the recommendations of the Citizens’ Advisory Council on postal rate policy, 
the Bureau of the Budget would like to submit a statement for the consideration 
of your committee. We would appreciate it if the statement were included in 
the record. 

The problem of postal rates affects not only the solvency of the Post Office 
Department but also has a direct and major influence on the Federal budget. 
Postal receipts in the fiscal year 1958 are now expected to fall short of ex- 
penditures by more than $650 million in the absence of legislation to increase 
rates. We believe that the report of the advisory council is incomplete in many 
important ways, that its findings are not always accurate, and that its implica- 
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tions are frequently misleading. Our major reasons for these conclusions are: 
“ 1. The report states that history supports the public service concept. 
Throughout most of the history of the Post Office, taxpayers financed only a 
relatively small amount of postal expenditures. A review of postal receipts 
and expenditures indicates that deficits before World War II were relatively 
small, and in the first half century of the Post Office there were surpluses in 
most years. It is only since World War II that postal deficits have reached 
staggering proportions. In the absence of legislation, in 1958 the taxpayer 
will have to finance 20 percent of postal expenditures. Both the absolute 
amounts involved—a deficit of $650 million—and the relative amounts have 
created a completely different problem. 

2. The report contends that the entire postal deficit arises from public 
welfare expenditures which the Post Office is required to make. The Post 
Office, in its report of March 21, 1957, to your committee, has already shown 
that many of the data in the report are not correct. Moreover, the report fails 
to give any analysis or reasons why many of the services of the Post Office 
should be operated at the taxpayers’ expense. For example, the report gives 
no reasons why the mailing of postal cards should be subsidized, why there 
should be losses on such special services as registered mail and special de- 
liveries, or why second- and third-class mail should be carried far below cost. 
In short, the report seems to assume that merely because the taxpayers cur- 
rently pay in large part for many of these services, this is a desirable policy 
necessary for the public welfare. 

3. The report presents no evidence that increased rates would be detrimental to 
the public welfare. Since the increased cost to the public of bringing the Post 
Office on a more self-sustaining basis will be spread over the population as a 
whole, the specific increases for most individuals and businesses will be very 
small. Experience in most similar countries indicates that a more self-sustain- 
ing postal operation is fully consistent with the public welfare and a progressive 
postal system. 

4. The report seems to assume that the alternative to the current practice of 
having taxpayers finance a large part of Post Office operations is to treat the 
Post Office like a private business, where profit considerations determine major 
decisions. (See especially pp. 9 and 58.) We know of no one who advocates 
such an extreme position. The services of the Post Office, as those of all other 
Government agencies, are intended to benefit the public, and a policy of fuller 
cost recovery does not at all require that the policies of the Post Office should be 
dictated by profit considerations. 

5. The report states, on page 62, that the postal service is the only Federal 
department asked to meet its operating costs. On the contrary, a large number 
of Government agencies providing benefits to specific individuals, including 
most Government corporations and loan programs, charge for their services to 
meet all or nearly all of their operating costs. The President, furthermore, has 
requested that the same principle apply not only to the Post Office but also to 
other programs affording special benefits without adequate charges. For ex- 
ample the President has recommended that the beneficiaries of Government aids 
to aviation share more fully in the costs of these services; that the fees of the 
Patent Office be increased to make it more nearly self-supporting; and that 
interest rates for Government loans cover interest costs. All major highway 
expenditures of the Federal Government are now paid for by highway users 
rather than by taxpayers in general. 

6. The report fails to consider the effect of large postal deficits on the budget 
as a whole. If the Congress is unwilling to adopt the proposed rate increases 
for 1958, for example, the budget surplus of $1.8 billion which the President 
proposed will be reduced by at least one-fourth. Our public debt would be 
nearly $5 billion less, and our annual interest costs over $100 million less, had 
receipts covered expenditures in the last 10 years. Postal deficits of the size 
that we are now confronted with seriously interfere with the possibility of tax 
reductions and reductions in the public debt. 

In view of these and other important defects in the report, the Bureau of the 
Budget does not believe that it offers a sound basis for the determination of 
policies.on postal rates. 

Sincerely yours, 
PERCIVAL F. BRUNDAGE, Director. 








342 POSTAL POLICY 


(In reply to the above communication, Senator Johnston sent the 
following letter :) 


May 8, 1957. 
Hon. Perctvau F, BRUNDAGE, 


Director, Bureau of the Budget, 
Washington 25, D. C. 

Deak Mr. Brunpace: This is to acknowledge your communication of May 8, 
1957, containing a statement you wish to have included in the record of hear- 
ings by the committee on the recommendations of the Citizens’ Advisory Council 
on postal-rate policy. 

In order that students of the subject may properly appraise your statement 
and evaluate your creditability as a witness, I think the record should include 
also your statement to the press expressing your belief that funds from the 
sale of stamps and other services were available to the Post Office Department 
for operating expenses. Such a statement from the chief fiscal officer of the 
administration is not only enlightening but worthy of perpetuation. 


Will you please advise me if you wish to have the record made complete as 
indicated above? 


Sincerely yours, 
Ouin D. JOHNSTON. 
(At the time of going to press, there has been no reply from Mr. 
Brundage in answer to the above letter.) 


x 








